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> \ 

The title borne by this short bopk ma}’’ perhaps be 
deemed unduly imposing. On the control of prices 
one or other of onr foremost economists ma}'- at 
an}' moment produce a large and learned 'work. 
Indeed, we might almost say that several such 
works, though under different titles, ha\=^ appeared 
already, for most economists nowada}^ attribute 
our economic disorders to uncontrolled fluctuations 
in the price level, and their remedies consist mainl}' 
of plans to smooth out these fluctuations by some 
sort of control. 

Let me state at once that the control which they 
propose is quite difi'erent from that advocated here. 
Their control is a remote one, exercised through 
\Tu:}dng die quantity and circulation of money more 
int^gentlj* than thej* are varied at present; the 
control tliat I consider necessar}- is direct, and 
exercised by lawful authority established for that 
purpose. The phrase that gives tliis book its title, 
then, is used in a simpler sense than that which it 
usually convej^ in economic theory. 

Now, tliough I regard their remedies as inadequate, 
I believe tliat oru economists have prowded in 
recent 3*ears all tlie data necessar}' for a complete 
solution of our major economic problems. If they 
have stopped short of completely stating the solu- 
tion to which the results of their researches point, 
this may be due, for aU we know, to the limited 
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view they take of what/an economist as such may 
recommend, or of v/h^t the problem is that they 
are expected, as economists pure and simple, to 
solve. \Vhat is the problem? 

To a producer it is that of finding a market for 
his goods and so enabhng himself to keep on pro- 
ducing. To ^consumer it is that of acquiring the 
goods he wishes to consume. Society must take an 
inclusive view, and regard the problem as one of 
maintaining the flow of goods from producer to con- 
sum^/at as fast a pace as needs require and in- 
dustrial capacity permits. To ensure continuous 
production and distribution is one of the two 
' dominant tasks confronting society in the economic 
sphere to-day. We may state it even more simply: 
the task is to ensure continuity of distribution; for 
this being accomplished, production would look 
after itself. How to keep the cycle of production 
and consumption revolving steadily is the problem 
upon which om: economists have concentrated their 
attention. 

But society has another problem : it has to ensure 
that the distribution of the fruits of industry is 
carried out not only continuously but justly. That, 
at any rate, seems at first sight to be a separate 
problem, and is one with which most of our econo- 
mists do not concern themselves. In my view the 
two problems are one, and cannot be separately 
solved. For the downward movement of the price 
level that produces trade depressions and unemploy- 
ment is a reaction from and the result of a previous 
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^^p^\'a^d moTeraent; and tlie upward movement is- 
tlie conseq\ience of an unjust and imcovenanted 
diversion of income towards a particular class. 

Tlie objects of this book are: (i) To describe this 
diversion and its implications. {2) To propose 
measures appropriate to a short transition^ stage 
during whicli this process is eliminated. {3) To 
outline a social order arising out of tliis reform in 
which oirr industrial resources can be fully and con- 
stantlj’ utihzed and prosperity become permanent. 

Since the book is intended for the general reader 
I decided, after some hesitation, to begin with a vei3* 
brief outline of tlie nature and circulation of money. 
Certainly tliere has been no lack of opportunit)* 
during the last few years for readers to acquaint 
themselves witli tliese elementary facts. StiU, it is 
just possible tliat one or two misunderstandings that 
persist in the minds of many new to monetar)' 
theorj’ and practice may be cleared up. 

The influence of Mr. R. G. Hawtrey will no doubt 
be detected in these earher diapters. The3’ must 
not, however, be regarded as an avowed attempt 
to sunmiarize Mr. Hawtre3’’’s dews of the credit 
C3’cle; still less must tliat writer be held responsible 
for m3' proposed reforms. All the same, I know of 
nothing in these proposals tliat conflicts with estab- 
lished economic doctrine, however sharph’^ the3' mat' 
be opposed to current social practice. 

AUGUSTUS BAICER. 


Loxdox, 

JilKC 1033 . 
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CHAPTER I 


SBIFLE TRUTHS ABOUT JIOXET 


AEoxhy is a daira to goods and sendees. As a defini- 
tion this Y'onld not pass ail tests, bnt we shall find 
it a useful desexiption of that function of money 
^^dth which this book is mainly concerned. 

Oar money incomes represent the goods and ser- 
\dce5 that wotdd ha.^'e to be snpphed to ns directly 
if money had never been thought of. The use of 
money permits goods to be collected in suitable 
places, such as shops, and acquired by consumers 
at their com'unience in return for the money which 
embodies their claims. Goods must thus be capable 
of expression in terms of money. 

There are, in fact, two such expressions. The 
money surrendered by consumers in exchange for 
goods is called the price of the goods. Money paid 
to producers for producing them is called cost. 

Consumers must acquire a mone}* income in 
Older to be able to coasiune. For this purpose 
the}' become preducers. Mone}* is thus an incen- 
tive to production; but it deri\-es this quality from 
being a claim to the product. The essential function 
of money is therefore to distribute the products of 
industry. 

The object of producers is to dispose of their 
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output and recover the money claims to it. If the 
total price of the output equals the total income 
of the consumers, the claims of all consumers can 
he met and all the output distributed. Since the 
monej' income is earned in the course of producing 
this output, and in fact is a temporary substitute 
for the output itself, it would appear easj* enough to 
secure equality between the mone\^ income on the 
one hand and the output expressed in terms of 
money on the other, and therefore to ensure that 
the output can be sold. 

One reason wh}' the process is not quite so auto- 
matic as this suggests is that the incomes of most 
producers are not received for producing just those 
goods which are available for consumption when the 
incomes are paid. A tanner, for example, may 
spend his week’s wages on boots made from leather 
that he tanned several months ago. This, how- 
ever, need cause no disequilibrium. Even* week 
the tanner earns an income by adding something 
to the pool of goods, and by spending his income 
takes something out. That he does not take out 
the precise kind of goods that he puts in makes no 
diSerence. So long as a stable flow of goods and 
incomes continues, equilibrium is possible between 
the two. 

Nevertheless we must attach great importance to 
the interval of time between the parunent of in- 
comes and the arrival on the consumers’ market of 
the goods which these incomes were earned in pro- 
ducing. Though it need not cause disequiMbrium it 
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permits other factors to cause it. For example, 
tlie total consiimers’ income, though it is earned 
by production, ma}' change in amoimt udthout for 
some time causing a corresponding change in the 
quantify of goods available for consumption. 
Tanners maj* be discharged, or more tanners taken 
on, and the diange is reflected in tlie quantit}’ of 
leatlrer in stock. The supply of boots ma}’ not be 
affected for many weeks, though the income of the 
tanners is affected at once. 

If tlie consumers’ income is enlarged it becomes 
more than sufiicient to purchase the available out- 
put of nnislied goods. The price of this may be 
raised and yet it may all be sold. If the consumers’ 
income is reduced it will be less than sufficient to 
purcliase the available output at its ciurent price. 
Either goods will remain imsold or their price must 
be reduced no matter what they have cost. 

Money may be thought of as being pumped 
tlirough the industrial svstem to tliose who contri- 
bute labour, thought, skill, the use of property, or 
any other seivice deemed necessar}' to production. 
In this way it becomes the income of the com- 
mimity as a body of consumers. The consumers 
pump it back in return for the available output of 
goods. Haffing returned, and paid the costs of 
production in doing so, it can be pumped out again 
to stimulate further production. 

From this illustration it may be seen that, with- 
out any change in the quantity of money, its rate 
of circulation might ^’a^}’. Consumers may spend 



THE CONTROL OF PRICES 


less than they have been accustomed to in a given 
time, or producers may reinvest less of their turn- 
over in renewing production. These changes do 
take place, and their consequences are important. 
Of prior importance, hovrever, according to the view 
here taken, are the eSects produced by changes in 
the qmntity of money; in fact it is these to a large 
extent that cause changes to be made hy consumers 
and producers in the disposal of their incomes. If 
the quantity of money in circulation alters, the 
incomes of indiirdduals alter, and vith them the 
rate and nature of expenditure. 

Y»'e shall therefore proceed to examine ho'v changes 
occur In the volume of money, who makes them, and 
what consequences follow. But we shall not jump 
to the conclusion that if the consequences are ev^ 
those who make the changes are alone to blame. 
\Ye shall ask why they make them; and at that 
point %ve shall have to question certain processes 
that are usual!]/ taken for granted. 

hleantime, let us consider how money is made 
to vary in amount, and, to begin vdtb, what we 
mean by money. 

The money we first become acquainted vdth is 
pocket-monerc At an early age most of us acquire 
claims to the goods and services that are obtainable 
for a penny. Silver coins are encountered next, 
and eventually v/e handle our first note. We may 
speak of sR this money as cash; possibly we are 
learned enough to caE it legal tender currency. 
In. the course of a few j’-ears we become well 
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accustomed to handling currency, and it occurs to 
us that \ve should find it convenient to pay some 
of our bills by cheque. 

To do this we must open a bank accormt, and 
perhaps we save twenty or thirty pound notes, as 
many a yoimg man or woman has done, and pat* 
them into the local branch of one of the Big Five 
banks. To maintain a bank deposit is for most of 
us simply to protdde ourselves with a more con- 
venient method of remitting money than sending 
notes or coins. In enect, we instruct our banker 
to send them. 

Having opened our accoimt we can now hand 
a cheque to tiie treasurer of our tennis club in 
patment of om: subscription, lea.ving our bank and 
liis bank bettveen them to arrange for him to obtain 
the cash, if cash is what he wants. Probably he 
win leave the cash there, and instead draw a cheque 
himself in patment of new netting or whitewash, 
and the right to ^vithdraw the cash is thus trans- 
ferred to someone else, who may exercise this right 
in order to pay vages. But whether cash is 
demanded soon or late, the right to demand it is 
possessed by somebody all the time. 

Looked at ia this way, we mi^t stippose that 
all deposits are represented by cash ia the banks 
(cash meaning legal tender currency) : and if erext* 
baiik deposit w*ere fomred in the manner described, 
all the deposits in all the banks in the cotmtr}* 
could not together exceed the total amount of 
cash issued by the authority of the State, even if 
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everybody banked bis money and all payments were 
made by cheque. Let us see, then, how the quantity 
of existing cash compares with the quantity of bank 
deposits. 

The legal tender notes of all values existing in 
this country at the present moment amount to 
nearly 446 million pounds. We may regard this 
as the nation’s total cash, for the silver and copper 
coins are in comparison quite negligible. Of these 
446 millions, about 74 millions lie in the Bank of 
England unissued, only 372 millions being in 
circulation ; and even this sum is not all lodged with 
the joint-stock banks (which are the banks we are 
concerned with), for some of us manage to keep a 
few notes in our pockets, and tradesmen have some 
in their tills and cash registers. Briefly, the cash 
held by the principal banks at the moment of 
writing is some 200 million pounds, including that 
which they are entitled to withdraw from the Bank 
of England. 

Turning now to bank deposits, we find they make 
a much bigger total than 200 million pounds. If 
we put them at 2,000 million pounds we shall be 
near the mark. In other words, bank deposits are 
not only greater in amount than the cash which 
the banks hold; they are greater than aU the cash 
in the country. Yet everybody who has a balance 
with a bank may quite correctly speak of having 
'money’ there. It is clear, then, that much the 
greater -part of the money in use is not cash or 
legal tender currency at all. It is, in fact, bank 
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credit, and it is important to know how tliis credit 
is created. 

If jmn are a mannfacturer, and believe that the 
demand for tlie goods 5^0x1 make is likely to increase, 
)'’on ma}?' think it adxdsable to anticipate tlie boom 
by bimng more raw materials and engaging more 
workers. For some at least of tlxese new conrmit- 
ments 5'ou will have to paj^ at once, tliopgh 5*ou 
may not get your money back for man5>- weeks. 
You tlierefore ask 3'our banker for a loan of, sa}^ 
£1,000. 

Now tlie banker does not run to his safe to see 
whether he has £1,000 in spare cash. So long as 
he has £100 or so to spare (or can easilj? get it) 
he will lend 3’’ou tlie £1,000 j’-ou request, assuming 
tliat he is satisfied as to j^our integrity and so on. 
He could not of course do tliat if j'ou were his onl}^ 
customer and £100 his total cash. But he has manj!’ 
customers, and knows from experience tliat, what- 
ever 5'our own particular requirements for cash may 
be, only a small propoiiion of anj’^ loan he makes 
leads to cash withdrawals. 

In lending 5^011 £1,000, then, the banker does not 
exactlj^ hand it to 5'’ou over the counter. He 
permits to draw clieques as tliongh 3*011 had a 
balance with him to 3’^our credit. These clieques 
reach tlie people from whom 3'^oii bui'' raw materials 
and go to swell tlieir deposits. Perhaps 3i-ou draw 
out a certain amount of cash to pa3'’ additional 
wages, but this soon reaches local tradesmen, whose 
deposits it increases when the3’’ pa3'' it in. Thus 
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bank loans create bank deposits, which is one of 
the fundamental axioms of credit theory. 

It must be understood that in allowing you to 
overdraw to the extent of £x,ooo the banker does 
not necessarily increase by that amount the deposits 
he himself holds. Many of the cheques you draw 
will go to customers of other banks. These banks, 
however, are similarly making loans, some of which 
will reach customers of your own banker and be 
paid in to him. No doubt it is because each banker 
finds himself receiving large sums from customers 
to whom he has made no loans that bankers some- 
times make statements revealing remarkable ignor- 
ance of the extent to which they create credit. 

For example, bankers proclaim themselves to be 
merely the custodians of other people’s savings, 
able to lend no more than their customers have 
deposited. To the manager of a local branch, with 
an outlook reaching no farther than his own books 
and safe, this may certainly seem a true statement 
of his functions. People open accounts with him 
and pay in money; his business is to lend it to 
sound borrowers at interest. Whether the money 
paid in is cash or cheques makes little difference 
to the branch manager. He can obtain cash from 
headquarters without question so long as his credit 
position is satisfactory. If most deposits are made 
by cheque, so are most withdrawals. 

Still, he knows that he is not peculiar in handling 
a much greater volume of cheque-money than cash ; 
every normal bank does the same; and it might 
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sometinies occur to liiin to wonder how all those 
clieqiies above the number represented b}* cash are 
accoxmted for. Some banker somewhere must have 
Parted the business of aUouing dieques to be 
draum against no cash at all. 

The position would be clearer if all banking were 
conducted by one huge bank instead of five or six 
big ones and a few small ones. In these cir- 
cumstances the balance sheet of our single bank 
examined at any average time would show, say, 
200 milhon pounds in currency notes, and deposits 
amounting to 2,000 millions. 

So i.Soo million pounds seem to have come out 
of the blue; onl}* here the manager cannot blame 
the blue. No longer may he declare that much of 
the money in his charge reached him in the form 
of cheques drawn on other banks, for there are no 
otlier banks. These lumdreds of millions are 
creations of money, not transferences of other 
people’s money. 

Nevertheless, there uiU still be the appearance of a 
balance between tlie sums deposited by his customers 
and tlie sums tliat he lends; for the borrowers can 
only use what they borrow by spending it, and those 
witli whom they spend it can in these imaginaia* 
circomistances pay it into no otlier bank than the 
one tha.t issued it. Tims the banker has two groups 
of customers; those who owe him the money he 
has created and are his debtors; and those who 
have subsequently received this monej* and, by 
depositing it, have become his creditors. As fast 
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as the hanker expands his loans his deposits expand 
too, but in this case he could hardly fad to dis- 
tinguish cause from effect. The loans would be 
plainly seen to be the cause of the deposits. 

Bank deposits must be regarded as a sort of 
reservoir from which money circulates. This cir- 
culation is, of course, always going on whether the 
total volume of deposits is altered or not. During 
1932, a year of bad trade, cheque payments amount- 
ing to 32,000 million pounds were recorded by the 
bankers’ clearing house, which does not deal with 
all cheque payments. 

When we think of money flov/ing out through the 
industrial system in the course of production and 
flowing back in the course of consumption, we must 
think of it as starting from the banks and returning 
thereto. It does not follow from this that every 
manufacturer or dealer is in debt to his banker. 
Many keep credit balances, but they are able to 
do so only because others receive bank loans. 
\Wiether a trader provides his own working capital 
or arranges with a bank to finance him depends to 
some extent on the nature of his business. Some 
maintain permanent balances, others have more or 
less permanent overdrafts, but the volume of the 
one is influenced by the volume of the other. If a 
manufacturer financed by his bank regularly draws 
cheques in payment for components suppHed by an 
engineer who finances himself, the size of the 
engineer's balance depends, other things being 
equal, upon the continuance of these cheques. 
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Should the bank compel tlie manufacturer to 
reduce his overdraft he may allow his stock of 
components to diminish, and his Cheque to the 
engineer will be smaller. Similarty, if the manu- 
facturer perceives new’’ markets for his goods, and 
is allow'ed bj^ tlie banker to overdraw' furtlier, he 
may increase his orders and payments to the 
engineer. 

Changes in bank loans thus affect the incomes of 
people wiio have never owed their banker a penny, 
and bjr ^nrymg the volume of monej’’ in tliis wny 
bankers can produce quite remarkable results. 



CHAPTER II 


HOW SLUMPS ASS. CAUSED 

Wehn" the word 'money’ is used in this book it 
must be taken to include bank credit, for this in 
every practical sense is money, though created out 
of nothing by the banker. Not only can the 
borrowing manufacturer spend his overdraft upon 
steel or oil or anything else that he requires; those 
whom his cheques reach can similarly spend their 
amount on copper, coal. Iamb cutlets, or any other 
goods and services available. Bank loans, in short, 
become purchasing power, precisely as though they 
were currency notes, into which they may be 
converted at the wfll of depositors; and because 
the amount of these loans is so much larger than 
tliat of currency notes it follows that by far the 
greater part of the purchasing power in circulation 
to-da3r is issued not by the State but by the bankers. 

Is the banker, then, a sort of counterfeiter? 
Does he resemble the man who coins spurious 
half-crowTis or engraves false bank-notes, conducting 
these fraudulent operations in millions instead of 
hundreds, and in a commanding edifice instead of 
a secret cellar? 

The banks themselves give colour to the suspicion 
that their creation of money is a shady business 
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■which ought to be concealed as far as possible. The 
ratio of bank deposits to cash, as Ave have said, is 
about ten to one; but you -would not think so if 
you merely studied the banks’ yearly balance 
sheets. Those documents show the ratio to be less 
than seven to one, a result -which is partly obtained 
by special measures taken by the banks aT the time 
when the balance sheets are prepared. The process 
is known in the CiU* as ‘-vsindow-dressing’, and -was 
condemned by the Macmillan Report. 

B\it suppose -we were to ask a banker outright 
whether he did not regard himself as ^•i^tua^y a 
cotmterfeiter, wha-t would he say? Having re- 
covered from his indignation (for the banker is an 
honoiuable man, quite as honoiuable as many of 
the people who condemn him), he might ad^■ance 
two argimients in his own defence. First, he would 
point out that the coiner of a. false half-crown 
exchanges it for goods, thus consuming a half- 
crown’s worth of the community’s wealth to which 
he is not entitled. The banker, on the other hand, 
does not himself spend the credit he creates; he 
transfers it to producers, enabling real wealth to 
be increased. The b.anker simply exacts a small 
percentage of the sum in^-olved -with which to pay 
Ms own expenses and proMde a reasonable retmn 
for Ms services. That these services are useful and 
necessary' to the community, and thus deserve to 
be paid for, would be Ms second argument. 

In reply, we should remind him that the law 
would not condone a coiner merelv* because he sold 
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his coins to someone else for a small sum. Neither 
shall we admit that the banker sets up an impreg- 
nable defence by proving that the money he creates 
has become necessary to our commerce. There 
have been other times in history when the circrdation 
of clipped and spurious coins in notorious amounts 
has been tolerated for years because the growing 
needs of trade required more money than the State 
supplied; but the clippers and coiners, though their 
false money was allowed to remain, were themselves 
imprisoned or hanged. 

Nevertheless it is perfectly true that the money 
now circulating through the agency of the banks is 
necessary to society, and cheques draum against 
bank deposits provide a convenient method of 
making payments. We no more need to confine 
ourselves to cash for this purpose than we need to 
return to golden sovereigns, silver groats, or barter. 
The banks are therefore performing a service that 
would have to be performed by somebody. In 
taking this task upon themselves they have indeed 
usurped the State's prerogative of issuing the 
nation’s money, but for this the State must share 
the blame with the bankers, many of whom fail to 
understand even now what a colossal usurpation 
it is. The position is becoming clearer both to 
bankers and public, and the bankers must realize 
that if they continue to discharge these functions, 
they do so by virtue of an implied charter from 
the State which obliges them to give an account 
of their stev/ardship. 
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This being -understood, we shall not join in the 
angrj* cxj* that has gone, np from those who,.hatdng 
recently discovered that the banks create money, 
feel quite naturaUt* that a sort of fraud has been 
perpetrated against them. It is curious that this 
knowledge has begim to grow at a time when the 
charge brought against the banks by others is not 
that tire}' create money but that they have not 
created eirough. The deflation of credit which these 
critics condemn fr a restriction of the quantiW of 
'money, and its consequences are rmemploj-ment, 
depression, and despair. 

The deflationarv* process is a normal instrument 
of banking policy. The banks can start it by 
reducing loans to manufacturers and traders, and 
once set in motion it continues wth fatal ease. 
The measures employed are simple enough. The 
rate of interest charged is raised, conditions are 
imposed with wliich a borrower is rmable to comply, 
customers with standing o\*erdrafrs are asked to 
reduce them, and applications for loans are refused. 

The first efi'ect is to compel merchants and manu- 
facturers to reduce their orders to each other. Those 
affected by curtailed orders find their profits dimi- 
nished not from any fall in price but through a 
reduced turnover. The next efi'ect is tliat production, 
is reduced and workers are discharged. 

At an early stage, therefore, we notice a reduc- 
tion in the money distributed as income to the 
consimiers. Fewer workers are earning wages, cer- 
tain traders are reaping smaller profits. People 
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have less money to spend on consumable goods, 
the supply of which, however, as we saw earher, 
need not for a long time be affected by a change 
in production as a whole, and in fact is usually 
the last to be affected. The consequence is that 
the consumers have insufficient money to buy 
the available output of goods — at its current 
price. 

Now we all know that money is merely worth 
what it will buy. A given quantity of goods can 
be sold for a small or large quantity of money 
with equal fairness to everybody if the seller’s 
costs are measured by the same standard. But 
in a large and complicated modem community 
you cannot suddenly alter the price of every 
commodity and the terms of every money contract 
by, say, 2 per cent because the quantity of money 
has decreased or increased by that percentage. 
The goods ready for sale at any moment have cost 
a certain sum. These costs have been incurred 
ovgr a period of time, often a long period. Unless 
somebody is to lose money, these costs must be 
recovered when the goods are sold. 

Prices, therefore, are not reduced at once; instead, 
goods remain unsold. Unsold stocks of goods lead 
to reduced orders to manufacturers, some of whom 
may now be affected for the first time, not having 
themselves had any difficulty in obtaining bank 
credit. These will now be likely on their own 
initiative to reduce their borrowings. Why should 
they pay interest on larger loans than they can 
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profitabl}' use? The}* too cxirtail their orders for 
raw materials and discharge workers. 

B}' this time prices will be moving donnwards. 
Some producers are able b}' superior efficiency to 
sell at lower prices, others must do so to obtain 
moner* with which to meet their creditors; manj* 
caiT\- on with a reduced staff, hoping for better 
times; some go bankrupt. 

The movement started with a disequihbrimn 
between money and prices, but the continiied fall 
in the price level does not automatically check it 
at anj* point that can be predicted, for everj- 
manceuwe made to deal with the situation reduces 
the consumers’ income again and forces prices 
farther down; and falling prices themselves impose 
a clieck upon e.xpenditiu*e. A merchant who finds 
it hard to sell profitably the stocks of goods he 
hol(E because prices have fallen since he bought' 
them will hesitate to order more. If his stocks 
are financed b3* bank loans he can reduce his loans 
and his interest charges by letting his stocks run 
low. All the more will he be encomaged to do this 
if manufacturers’ prices are tending dowTiwards, 
for the longer he waits the less his replacements will 
cost. The manufacturer likewise retards his orders 
for raw' materials; he waits tiU. prices fall, and in 
consequence fall the\’ do. But the costs of pro- 
duction do not all automaticall\' descend ^vith 
falling prices, and in consequence man5’ producers 
find their profits dwindling or vanishing entirel5\ 
They must economize, in their businesses certainly, 
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&.r;d probably iv. their personal e:Kpenciiture as 

'v'/elL 

I'/reanti'me odgorotis attempts v/fll be made to 
force do7m wages, and mnch less vigorous ones to 
reduce debt charges STich as those represented by 
debentures. High taxation necessitated by failing 
taxable incom.e and expenditure, and by the rising 
cost of unempiojrnent benefit, ^rill also be strongly 
attacked, 

I^ng before the depression has reached its trough 
it vdll be noticed that tlie rate of interest is low and 
the banker vdll be denting responsfbiliriv. He is 
perfectly vAUing to lend money to sound borrowers, 
he explains, but the sound borrowers vdll not apply. 
Not only is there thus a lack of opportunity to 
orea,te n&v/ deposits, fc.ut the deposits already 
standing to customers' credits are abnormally idle. 
People are not spending as freely as they might, 
either upon goods for consumption or materials for 
production. The velocity of circulation has slowed 
dov/Ti, and for this, says the banker, consumers and 
producers are responsible. The banker may make 
loans, he may increase the quantity of money 
av'ailahle, but once this money has passed out of 
his hands into those of the consuming and investing 
public it is out of the banker's control. Its holders 
may spend or hoard as they please. 

Enough has been said already to show tha.t this 
excuse is not valid, at any rate as an explanation 
of the sort of declension just described. It is true 
that a person may decide at any moment to alter 
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HOW SLUMPS ARE CAUSED 

his mode of Imng, including tlie rate and character 
of his expenditure, for reasons that have nothing 
to do with banking policy. A consumer may save 
more tlian he has been accustomed to out of Ms 
income, a producer ma}* diminish the scale of his 
operations by withholding working capital from his 
business. The)’’ may also change tlieir habits in 
■the opposite direction. But when we find such 
dianges being made all in the same direction on a 
large enough scale to produce a disastrous effect 
upon indiistr)', we naturally look for some other 
explanation tlian a coincidence of personal caprice. 

\Ye .have alread)* seen that the unanimit)'- of 
action is no coincidence. Producers keep mone)’- 
idle because declining demand discoiirages them 
from investing it. Demand is declining because 
consumers are spending less; they are doing that 
because tlie)?’ have less to spend; and the contraction 
of tlieir incomes results from the monetar)^ con- 
traction carried out by tlie banks. Once tlie)? have 
started this movement the bankers, can fold their 
anus and watcli it gatlier speed witli little or no 
furtlier action on tlieir part. Ha^dng initiated a 
polic)’ capable of throwing millions out of emplo)^- 
ment and reducing sound concerns to bankruptc3% 
tlie)'^ may tlien remark correctl)* enough that those 
who remain solvent seem strongl)^ disposed to hang 
on to tlie mone)’ tlie)’- have and ver)'- reluctant to 
start new enterprises. ^Men udll not risk tlieir 
sa^’ings in producing goods for markets alread)’’ 
glutted. The)'’ vdll not borrow from banks at 
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interest for the same futile purpose. No more 
commitments for them till trade revives; the 
velocity of circulation of their money, at any rate, 
will remain as near zero as they can keep it. 

Now this attitude, and the economic conditions 
from which it arises, cannot be particularly advan- 
tageous to the banker, who after all is a man of 
business himself. It would pay him best, one would 
think, to let industry have all the money it could 
use at all times, and since he plainly does not do 
this we must discover by what principle his monetary 
policy is guided. 

Why does he restrict credit? Not particularly 
why has he done so during most of the last twelve 
years; we are seeking permanent causes and per- 
manent remedies; there have been credit deflations 
before that rather complicated era, and there will 
be others again if we muddle out of the present 
depression in orthodox ways. We want to discover 
how a deflationary policy will end the next boom 
if we allow it to; and when we touch upon booms 
we are approaching the origin of the credit deflation 
that forms part of the normal trade cycle. 

For a . deflation is the reaction from a previous 
inflation; a trade slump lies latent in every boom 
under existing conditions; the banker restricts credit 
to correct certain embarrassing consequences of a 
previous credit expansion. We must see what these 
consequences are, and why they embarrass the 
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CHAPTER III 


A W'OKD FOR THE BAXKERS 

A TRADE boom works by the ssme medianism as a 
trade slump, but in the opposite direction. Its 
citaracteristics are a more rapid expenditure, a 
greater volume of money in circulation (whidi is 
another way of sating an expansion of credit), a 
growing demand for goods, less unemplo\-ment, and 
rising prices. 

tVe saw that the bankers can start a slump vert* 
quickly by contracting credit. They may not so 
easily check tlie slump and start a boom, though an 
expansion of credit can be just as effective as a 
contraction once it gets going. The diSerence is 
that whereas a banker can reduce loans merely by 
refusing to lend, he cannot increase them tinless 
people are billing to borrow. Even this need not 
be an obstacle; there are alwat'S uiliing borrowers 
of a sort, though perhaps not the sort the banker 
favours. 

A boom may conceivabh* be started by increased 
expendittue out of a.ccumulated satings; people 
grow tired of old clothes, shabby rooms, and worn- 
out cars. It could be assisted or even initiated by 
Government expenditure financed by bank credit. 
But no matter how it is started, an expansion of 
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induce a general desire on the part of his customers 
to ^\athdra^v their deposits is a suspicion that the 
banker cannot meet the demands for cash already 
being made. A depositor who learns that others 
are %vithdrawmg their money on an abnormal scale 
hastens to join the queue. Hence the banker’s 
anxiety not to arouse the slightest suspicion that 
his reserve of currency is smaller than it ought to be. 

Runs on banks have taken place abroad quite 
recently: in England they have been frequent 
enough in the past. One is inchned to regard our 
bankers as more nervous than they need be. Cer- 
tainly there were people during the crisis of 1931 
who confessed to holding far more currency notes 
than they usually did to be on the safe side, but 
their number was insignificant. In France and 
America cash hoarding took place on a large scale; 
in this country there was very little of it. StiU, 
the possibility of exceptional demands for cash is 
always lurking in the banker’s mind, and sets a 
limit to the amount of credit he can issue. When 
he approaches this hmit he will curtail his loans. 

The banks that conduct these operations are 
the joint-stock banks, which through their many 
branches advance credit to merchants and pro- 
ducers ah over the country. Their, cash is kept 
partly in their own tills and safes, and partly on 
deposit at the central bank, that is, the Bank of 
England, which is the bankers’ bank among other 
things. 

The joint-stock banks can replenish the currency 
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tliej- keep for day-to-day use b\- dra'^'ing on their 
deposits at the Bank of England, just as a pri%-ate 
citizen can draw on his owti bank to pro\'ide cash 
for domestic expenses. But if the joint-stock banks 
began to draw excessive amounts of currency, action 
to check tlieni would be taken by the Bank of 
England; and this would be done long before the 
banks had exhausted tlieir deposits. For even the 
Bank of Englmid does not hold enough currency 
to pay all its depositors. 

It has two instruments which enable it to influence 
the joint-stock banks' capacity to issue credit. It 
may raise or lower the bank rate, and sell or bin- 
securities. The bank rate is the rate of interest 
charged by tlie Bank of England itself for certain 
kinds of loans, and influences the rate of interest on 
loans generally. A rise in rates wiU discourage 
borrowers to whom the price they pay for loans is 
a matter of importance. It has otlier efl'ects which 
do not much concern us here. 

The sale of secmities withdraws money from 
circulation in another u-ar*. ^^’hen the Bank of 
England sells securities in the open market the 
buyers normally pay for tliem by cheques dra\in 
on the joint-stock banks in the Bank of England's 
favour. The banks meet the cheques out of their 
deposits with tlie Bank of England, and since their 
deposits are thereby reduced, so is their ability to 
call for cash, 

Anned with these two weapons, the Bank of 
England controls the quantity of currency and 



THE CONTROL OF PRICES 

credit in circulation; ^nd' a time comes in the 
course of a trade boom when it exercises this control 
to curtail the quantity. Why? 3 

Because the quantity of currency that may be 
issued is limited, and is determined not by the 
banks (though the central bank issues it) but by 
the law of the land and the decisions of the Govern- 
ment. Above a certain fixed sum the central bank 
is allowed to issue currency only up to the amount 
of the gold it possesses. The fixed sum is based 
not upon gold but upon certain gilt-edged securities. 
It is called the Fiduciary Issue (an issue based upon 
faith) and its amount is fixed arbitrarily by Act 
of Parliament, provision being made for alteration 
when need arises. Alterations are not lightly made, 
and the fiduciary issue tends to be rigid. Its amount 
was fixed at 260 million pounds when we returned 
to the gold standard in 1925 and, after being tem- 
porarily raised by 15 millions in 1931, was restored 
to 260 millions at the end of March 1933. Above 
this sum the Bank of England must hold a pound’s 
worth of gold for every pound note issued. 

At the moment the currency issued amounts to 
about 446 million pounds. The difference between 
the fiduciary issue and this sum owes its existence 
to the presence in the Bank of England of gold to 
the value of about 186 million pounds. If the 
Bank acquires more gold it may issue more notes; 
if it loses gold, notes must be cancelled. This rela- 
tionship of cash to gold was not destipy^^ by the 
suspension of the gold standard. 
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So long as gold fio\\’s into the Bank from abroad 
credit ma}' be pennitted to expand, for the cnrrenc}" 
drawai into circulation can be issued on tlie strengtli 
of the increased gold. But an expansion of credit 
produces conditions that are muclr more hkel\' to 
drive gold out of the countrj* than to draw it in, 
especialh' when a gold standard has to be main- 
tained. For gold lear-es a gold-standard country 
when it owes to foreigners more than they owe to 
it, which is like!}* to be the case if its imports 
increase and its exports decrease. Such an un- 
favourable trade balance tends to be produced 
during an expansion of credit in three wa}^. 

Fiitst, since more mone}* is bemg spent on goods 
in general, more uill probably be spent iipon foreign 
goods among tlie rest, especially b}’ a countr}* 
accustomed to buy largely from abroad. Second, 
die rising level of home prices enables foreign pro- 
ducers to sell in England goods which at tlie former 
price level failed to rdeld them a profit after carriage 
and duties had been paid. Third,’ the higher prices 
niluig at home raise some of the costs of produc- 
tion here, and manufacturers have to charge more 
for tlie goods they export. Foreigners therefore 
buy less. 

Even witliout a visible rise in prices an adverse 
trade balance ma}’ be created during an expansion 
of credit. Wliile not raising prices a producer may 
fail to lower them ivhen improved methods would 
permit him to. Tlirough this he loses some of his 
export trade to rivals in countries where prices ma}' 



THE CONTROL OF PRICES 

balance. Nevertheless some restriction will be 
required to keep the quantity of currency within 
legal bounds. 

An expansion of credit, then, puts a strain on the 
currency, directly by drawing more into circulation, 
and indirectly by reducing the gold on which it is 
"based. The legal limitation of currency compels the 
banks sooner or later to check the credit expansion. 

The unversed reader might be excused for inferring 
from these facts that a certain hostility must exist 
between the bankers and the Government, the 
bankers desiring either the dissociation of currency 
from gold or a higher fiduciary issue to provide cash 
in support of their loans, and the Government 
resisting the demand. Such, however, is not the 
position. Conflict between bankers and govern- 
ments has certainly taken place, but usually it is 
the Government that desires to print more money 
and the bankers who oppose the policy. In grave 
emergencies like wars the banks have to submit; 
sometimes even they welcome more currency for 
their own safety; but in general their counsel is in 
the opposite direction, and prevails. The monetary 
policy pursued by this country during the last 
twelve years in particular, with its persistent effort 
to tie the currency to gold and restrict its amount, 
has been that laid down by the bankers, though 
with some dissenters. Why, then, do the bankers, 
though the amount of business they can do depends 
on the strength of their cash reserves, favour 
^ I asures calculated to weaken them? 
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The}' do so from a variet}* of motives ia whicli 
fear, tradition, ordinar}* human conser\'atism, and 
a desire to retain their profitable foreign business 
are combined with a real though misdirected sense 
of public responsibiht}' for which tlie}* are not 
alwaj'S given credit. 

Though recognizing that tlie creation of currency 
is a prerogative of the State, they yet doubt in 
their hearts whether any Government should be 
trusted to meddle witli it. They fear, not witliout 
historical ]'ustifica.tion, tliat tlie creation of paper 
money ma}* get out of control. Once allow a 
GoA'emment to pay its way and extricate itself 
from difficulties by tlie easy method of printing 
paper, the bankers murmur, and nobody knou-s 
where it will stop. Paper money begins to be 
distrusted; it is too easily acquired; there is too 
mucli of it about, lylerchants indeed find mucli 
to rejoice at for tlie time being. Buyers are plenti- 
ful; trade seems to tlirive; goods fetch high prices. 
In fact after a time people with goods to sell do 
not readily p.art with them except for larger and 
larger quantities of the grouhig volume of notes, 
which’ depreciate in value the more mmierous they 
become. The final stage is a frantic race between 
printing madimes and prices, irith paper money 
barely wortli the cost of its ovn production. 
Bankers have witnessed calamities like tliis abroad, 
and as tlie custodians of our own monetary’ system 
they w’ant to save us from similar disasters. 

Perhaps they do not seriously think them hkel}' 
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to overtake England; an expansion of currency is 
not obliged to get out of control. But what they 
do fear, and with reason, is that foreigners may 
not be so sure of us; and foreign distrust of British 
financial policy means the sudden withdra^val of 
funds from London, which aspires to remain the 
world's banking centre. There is little doubt that 
the raising of the fiduciary issue in 1931 caused 
alarm abroad and accelerated that withdrawal of 
foreign balances which forced us oft the gold standard. 
'Infiation' was the cry raised in financial circles 
every'where; and inflation to a banker, especially 
to foreign bankers who seem more stupid than our 
own, means any expansion of currency not backed 
by gold. They even apply the term to a condition 
in which a given quantity of currency is maintained 
after gold has been exported. 

By infiating in either of these senses we warn the 
foreigner that our money is not so rigidly anchored 
to a scarce and costly metal as it was, and he too 
wonders w'here the relaxation will end and into what 
financial catastrophes it will land us. Meantime, 
he thinks it wise to ask for his owm money back. 
Foreign bankets and brokers keep balances in 
London for their own profit and convem'ence; but 
they wfll only leave them there so long as they 
deem them safe. 

The withdrawal of these funds has the same con- 
sequences as a transfer of money abroad through 
an adverse trade balance. Either we lose gold 
and must cancel currency, or, in the absence 
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of a gold standard, sterling may depreciate 
indefinitely. . 

Suppose we M-ere to let it depreciate? What 
"nill happen if tlie State encourages die bankers to 
issue all tlie credit tliat industn* seems able to use, 
assuring tiiem tlia.t new currency notes will be issued 
as fast as tliey are called into circulation? The 
trade boom that an expansion of credit produces 
need not then be checked by a feared or actual 
shortage of currency. All that would happen, it 
seems, is tha,t the currency would contmue to 
depreciate in both senses of the word : it would bin* 
less foreign money (and consequently less foreign 
goods) and less home-produced goods. In short, 
its purchasing power would steadily diminish. 

A depreciating currency does not affect all classes 
alike. Profit-makers gain, since it is their profit, 
as we shall see, that causes tlie monetaia' deprecia- 
tion which consmnexs as a whole experience. People 
whose incomes are fixed by contract, or by arrange- 
ments not readily altered, suffer loss through being 
able to buy less wtli tlieir money. These include pen- 
sioners, holders of fixed interest-bearing securities, 
and many salarr* earners. The great majority of 
wage earners are in the same category-. They gain, 
it is true, by being employed in larger numbers, but 
onh' those whose earnings are based on a satis- 
factory sliding scale sustain no loss of purchasing 
power. Most uxirkeis have to fight hard for increases 
in wages, and er’en tlie most strong!}' organized can 
seldom keep their earnings level with the rising cost 
n 
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of lining. Credit expansion means a series of 
strikes, as credit deflation means a series of lock-outs. 

If, therefore, we propose to create a perpetnal 
boom merely by credit and currency expansion, 
issuing more and more currency as prices soar 
higher and higher, and risking the possibility that 
the depreciation may take a catastrophic plunge, 
then either we must face an era of perpetual injustice 
and strife, or vre must alter the methods by which 
the remuneration of the various classes in society 
is determined. Such an alteration, to achieve its 
aim, would involve a drastic interference vith what 
are deemed individual rights. Many are coming 
to believe that some such interference viU be forced 
upon us. But if we are prepared for action so radical 
as this merely to spread the consequences of a de- 
predating currency equitably over the community, 
perhaps we may find that a reform no more drastic 
can prevent the depredation occurring. 

The depredation is caused, we have seen, by a 
rising price level. In fact, the depreciation fs the 
rising price level. To say that prices are rising is 
the same thing as saving that money is depredating. 
We can stop this process, as we know to our cost, 
by reducing the quantity of money. lEat also puts 
a brake on industrial activity’' and causes unemploy- 
ment. But caimot we issue an adequate quantity 
of money and v'et guard against its depreciation? 
Before proceeding with this inquiry" let us sum up 
the prindpal conclusions we hav'e so far reached: 

(i) Most of the money used in a modem State 
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is created b}? the bankers, who can vary its 
amount. 

(2) Unless the qtiantitj- of money is adequate to 
the requirements of trade, our industries are less 
active and less fruitful than tlie}' miglit be, and the 
distribution of their products is hindered. 

(3) This adequac}' is never fuUj* reached; more- 
over, at recurring- intervals the quantit}- of mone}' 
is subjected to special restrictions, causing un- 
emplo3Tnent, waste, and social distress. 

(4) Wniatever tlie requirements of trade ma}’ be, 
tlie banks’ capacit}* to create mone^’ is not un- 
limited, for more mone\'- draws more cnrrenc}’- into 
circulation, and tlie quantit}* of currenc}' is limited 
b)' law. 

(5) The bankers nevertlieless assent to a restrictive 
currenc}' polic}’, and in fact are largel}^ responsible 
for it. Though tlie consequences of tliis are e^rO, 
their motive is to avoid other e^dIs which tlie}' 
fear more. 

(6) In ain* case we cannot cure our economic iUs 
merelj- b}* creating as mudi cash and credit as 
industrialists fancj* tiie^* require. To do tliat alone 
would permit a continuous rise in prices, necessi- 
tating a repeated adjustment of incomes and con- 
tracts, tlie constant correction of injustices between 
individuals and classes, with foreign trade becoming 
ever more difficult, and with the possibiliti' always 
present of tlie currencx' depreciation attaining 
catastrophic speed. 

(7) j\Iost of tliese phenomena do in fact to some 

35 


A 



THE CONTROL OF PRICES 

degree accompany an expansion of credit, and 
sooner or later bring it to an end. 

The most important factor in this train of events 
is the rising level of prices. It would seem, then, 
that if prices could be prevented from rising while 
an expansion of credit took place, one of the greatest 
bars to prosperity would be removed. 

The main purpose of this book is to show that 
this achievement is possible, and that the preven- 
tion of slumps is not the only advantage that would 
be gained. 



CHAPTER IV 


WHY PRICES RISE 

It maj!' sound frivolous to say that prices rise 
because somebod}^ raises them, j-et this expresses a 
trutli that is often ignored. Not by some blind 
and impersonal force that people are powerless to 
resist are prices put up when money becomes more 
plentiful. They are put up b^- the decisions of 
human beings. 

Suppose that aU of us have a httle more mone}’ 
tlian we are accustomed to, and resolve to spend 
more freelj*. It max happen tliat there are not 
sufficient goods ready at the moment to supply our 
new requirements, for nobody knows exactly what 
kind of goods we are going to indulge in till we ask 
for them. I'er^’ well, we may sa}" some of us must 
wait and keep our mone}* in our pockets. Exactl}’^ 
who shall wait and who be seirred at once vill be 
settled in a haphazard sort of wa^^ and we may 
tliink this rather imsatisfactorj^ but that at any 
rate — so one might suppose — ^is all that would go 
VTong. Either we should receive more goods 
proportionately to our increased incomes or we 
should retain the increase in money. 

But that is not what happens. Certainly some 
of us must wait before our new demands can be 
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ninety-nine people ont of a hundred regard it as 
ineraable and in the nature of things that this 
rise should take place given growth of demand. 

It is a principle upon which many economists 
during a depression base their hope of better times. 
They agree tlia.t more money should be. circulated; 
they want this to be done for the express purpose 
of producing a rise in the price level. They know 
that an appreciable increase in the circulation of 
money will raise the level of prices without further 
ado. Referring to tliis principle in its most general- 
ized form, they would call it the 'quantity theorc- 
of money '. One famous economist said recently 
that the plain man nnnts to hear as little as possible 
vabout the quantity theoray and we certainly need 
not discxiss its intricacies here. Bnt, after ail, the 
quantity theor}- is only the law of supply and 
demand in disgoise, and rmder that name will not 
greatly alamt the reader. For of all the laws of 
natun? or man ever fommlated this is one that the 
plain citizen thinks he can xmderstand and accept 
nithont qnestion. But we are going to ask him 
to qnestion it. 

The new money that sends np the price of goods 
alreadv on the market is that wliich is being dis- 
tributed in the course of increasing oru capacity 
to deliver goods later on. Because we are expanding 
credit to electrify transport, build new factories, 
make new machines, and improve roads, the boot 
inanufacnuer is able to charge us more for boots, 
the piano maker for piancs, the motor engineer for 
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cars, and aU kinds of producers for all kinds of 
products, though they have cost not a penny more 
to produce. 

At this point an objection will be lodged. Is it 
true that the cost of producing these goods has 
not increased? 

Obviously no costs have increased if no prices 
have; for one man’s costs are another man’s prices. 
The costs of a manufacturer are the prices charged 
by some prior producer for raw materials, semi- 
manufactures, replacements of machinery, and so 
on. Until somebod}'’ raises the price of something 
no costs can go up. Theoretically the price of 
labour, which is also a cost, might go up first and 
explain all the rest, but nobody would seriously 
advance such a theor3^ Our more doctrinaire 
economists may deplore the power of organized 
labour to resist wage reductions during a slump; 
not one of them would declare that wage increases 
first force more money into circulation and start a 
boom. \^'age increases foUow rising prices; they 
do not account for the first upv/ard movement. 

A movement of prices is plain enough as a whole, 
just as the movement of a car is, but it is not easy 
to study the many detailed motions of which the 
whole is made up. The movement is the combined 
result of a vast number of individual decisions. 
To discover how these decisions are reached requires 
imagination, but we must attempt it. 

After a long period of depression, let us suppose, 
a manufacturer receives one morning an unex- 
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pectedl}’- large order fronr a wholesaler. This proves 
to be no mere flash in the pan; orders continue to 
grow, and the manufacturer realizes that he must 
replenish his stock of raw materials, of which lately 
he has bought no more than he can help. But this 
manufacturer is not the only one increasing his 
orders for primar}^ products; others have been 
stimulated to act in a similar way, and in conse- 
quence the world’s mines and quarries and foundries 
and blast furnaces are enjojnng a general re\dval 
of demand. 

Now primar}'- products are ver}'’ sensitive to fluctu- 
ations in demand. ' Their price goes up at once, and 
our manufacturer, partty because of the actual rise 
and partl}^ because he knows from experience that 
it maj'’ soon be accentuated, raises the price of his 
own product to tlie wholesaler, especiall}* as the 
growing insistence of the wholesaler’s demand en- 
courages him to tliink that tlie higher price will 
be paid without demur. But the question has only 
been put back a stage. Wli}' was tire price of raw 
materials raised? 

Well, we must admit that because of tliat respon- 
siveness to changes in demand just mentioned, the 
price of these products during the depression we 
are assumed to be lea^dng was extremelj? low; in 
some cases it fell even below cost. Nobody would 
blame producers now for tr3dng to recover tlieir 
costs and leave tliemselves a margin. It is here, 
then, that the rise may begin, and a rise of some 
dimensions certainl}’’ seems justified. 
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lift tis out of depression, {vhile rejecting their 
assumption that prices must be allowed to rise till 
dangerous symptoms warn us to impose the usual 
checks. 

But if prices are not to rise, and if they are not 
to be prevented from doing so b}'^ a limitation of 
mone}^ they must be prevented by authority. In 
plain English, prices must be directly controlled 
by Government. 

Perhaps this nia}’’ not seem to everybod}’’ quite 
such plain English as it looks. Wliat has the 
Government reall}?^ to do? Has it to fix a legal 
price for everj^ commodity and be prepared to 
prosecute an}?' shopkeeper in the land who tlirough 
ignorance or avaiice charges a different one? And 
vdll not this restriction on prices, which is in effect 
also a restriction on profits, pre's^ent tliat rewval of 
industrial enterprise vuthout wliich an expansion 
of credit, even when the banks are read}?" to permit 
it, fails to impel new money into circulation? 

These doubts are understandable. The changes 
proposed in our economic arrangements are rather 
drastic, and any plan for a new social order must 
include the means for its ovm establishment. 
Without that, not only will it fail to receive general 
assent: it mil fail even to be generall}' understood. 
To know the arguments in its favour, to Icnow what 
society yoll look like under its influence, is not 
enough. We want to be told exactly \vhat a 
Government must do, using a^Taf'as possible the 
instruments normallj’’ at a Government's disposal, 
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to transform society from what it is into what it 
ought to be. In fact, to many of us a reform of 
any dimensions does not begin to look practicable 
until a political party has embodied it in its pro- 
gramme, and not always then if the party is not 
our o\vn. 

Since I believe that the permanent remedy for 
our economic ills demands resolute Government 
action, perhaps it will not be amiss if I endeavour 
to show how a Prime Minister, supported by a 
majority in the House of Commons and determined 
to apply this remedy, might announce his pro- 
gramme to a surprised public. 

But a Prime Minister must belong to a party, 

' and I am not sure to which party he should be 
assigned. At the moment of writing there are 
quite a number of parties and sub-parties to choose 
from, most of them in a fluid state and likely .to 
lose their identity at short notice. On the one side 
the party which traditionally stands for stability 
rather than experiment has initiated the most 
drastic change in economic policy effected by this 
country for three generations; on the other side 
the parties of the left have shown a marked reluc- 
tance to initiate anything. 

The programme about to be announced might 
be adopted to-day by any party, and I need not 
declare which one I presume to be so bold. Certainly 
a Prime kllinister could hardly make an important 
spee9hf on the njorrow of a general election without 
Affording some hint to his party label, and for my 
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own guidance I have settled the point by reducing 
the parties to three and spinning a coin in the air 
tliree times on the ‘odd man out’ principle — ^the 
odd man in this case being 'in'* — confident that the 
reader, whatever his own political allegiance, tviU 
accept the verdict like a. stoic if he gleans a due 
to tlie anornTnous Prime Minister’s partr* colour 
ajid finds it different from his own. 

Needless to sat', fffis Prime Minister is no one 
known to me in pohtical life or ontside it: he is 
an imaginarA' person. 

Now I ask tlie reader's indulgence while the 
tmknown Prime Minister comes to the microphone 
and describes how he proposes to restore prosperity 
and do wha.t can be done in the co'orse of a session 
or two to enstire its permanence. On the foundation 
tha,t he will lay down we shall tn,' afterwards to 
erect the framework of a new economic order. 



CHAPTER V 


A VOICE FROM THE FUTURE 

The time is evening, during the depression. The 
scene is any reader’s home. Still full of the excite- 
ment aroused by the general election that we must 
assume to have just taken place, he has switched on 
his wireless set to hear the latest developments. 

'The Prime Minister! ' he hears the announcer say, 
and a voice begins to address him and the listening 
country. 

The Unnamed Prime Minister: The crisis that 
caused the general election of last week, resulting 
in the return to power of the party I have the 
honour to lead, was a political crisis. It arose from 
dissensions inside the late Cabinet and from the 
conviction forced upon every minister that the pubhc 
was gravely dissatisfied with the performances of 
the Government. 

That crisis has passed. There are no dissensions 
in the new Cabinet. But the economic emergency 
that the late Government failed to alleviate re- 
mains, and we shall be judged, I am well aware, 
by the vigour and skill with which we handle it. 
I beheve that this emergency will not be with us 
long. Our plans for removing it require your co- 
operation, and, relying upon that, we are going to 
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put them into execution without -dela^^ I mean 
by Anthout delaj’’ to-morrow morning. Within a 
week tlie benefits of our polic}* uill begin to be felt ; 
within a month they will be widespread. Within 
a year, it is m3' belief, a great transformation will 
have become apparent throughout the countr}’-, to 
the advantage of us aU. 

You ma}* be surprised and perhaps incredulous 
when I promise so mucli so soon. Yet it should not 
be surprising if we look at one or two facts that 
have long been staring us in the face. Let me make 
m3'self quite clear, first, as to what I anr promising. 

To tlrose wiio have goods w'hich thev cannot sell 
I promise tliat the}^ shall find markets; not indeed 
instant markets for ever}’ ounce of goods in their 
store-rooms, but for enough to make a vast difference 
to tlieir outlook and their future actmties. To 
those wiio wish to bu}* goods and have no means, 
I promise tlie meaiis; not unlimited means, but 
enough to ensxire a reasonable and progressive 
standard of limng. To most of those W'ho are in 
neither of these positions — to those wiiose incomes 
are adeqiiate to their needs and wiiose oni5* anxiet}* 
is tliat these incomes ma^' not continue — promise 
that the}- will at an}’’ rate be made no worse ofi 
tlian the}^ are to-da}' b}* tlie measures we shall adopt, 
and that eventuall}' the}- shall share in the pros- 
perity which is possible for us all. 

Is it really strange that we should profess to be 
able to transfer goods from those who do not want 
tliem to those who do? It would hardly seem so 
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to a people that had never learned to use money. 
But is it not a stranger thing that money, which is 
intended to facilitate the exchange of goods, should 
have come to hinder it? For everybody agrees 
to-day that money has much to do with the evils 
that now so harshly afflict us. 

The ordinary citizen would say concerning money 
that there is not enough of it about. We may 
take that as a rough expression of the truth. Money 
is needed to sell the goods that can find no buyers 
and to set the unemployed to work in replacing 
them. Now most people know that the money we 
use to-day can be produced quite easily in any 
quantities. The notes you receive in your pay 
envelopes and spend upon your household needs, 
the cheques that many of you use for larger pur- 
chases, cost little to print. Neither are these pieces 
of paper symbols of any more valuable kind of 
money that lies hidden in banks or in the State 
treasury. There is gold in the Bank of England, 
but its amount is trifling compared with the money 
in circulation even now. 

Of course we cannot add to our real wealth (that 
is, to the goods and services available) merely by 
printing notes or writing cheques. But we can 
make it impossible to distribute this real wealth 
by destroying these notes and the power to write 
cheques, and that is what we have been doing for 
some years. In the same way we can make it easy 
to distribute goods and services, so long as we have 
them to distribute, by seeing that an adequate 
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quantity of mone}* is in circulation. That is vrhat 
this Government proposes to do. 

There is nothing novel about that: it is the nny 
in which slumps are normally ended sooner or later. 
There is nothing revolutionary about it either; for 
some time now it has been proposed by many 
economists of quite moderate political ^iew3. It 
is called inflation. But because this slump is more 
severe than any normal one, and because we are 
determined to end it sooner than it would end itseK 
by normal means, the measures that we shall adopt 
to increase the circulation of money wili include 
some that will not meet with the appro^nl of the 
more conservative economists. And becamse we 
wish the era of prosperity that we beheve we shall 
inaugurate, to endure, we shah, accompany our 
expansion of money by certain other measures that 
are indeed novel in character. To these I shall 
return in a moment. Let me first explain briefly 
our plans for expanding the nation's stock of money. 

- Monet* normally gets into circulation by means 
of loans from banks to manufacturers and mer- 
chants, who iise it to buy materials and pat* wages 
and salaries in the course of producing and distri- 
buting goods. Those who receive this monet* from 
the borrower, whether as wages or in pat-ment for 
materials supplied, naturally spend it, in most cases 
prettt* quickly. (MTien they do not, diScuities may 
arise which do not concern us to-night.) The 
worker spends his earnings on domestic goods, the 
supplier of materials spends what he receives partly 
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on the wages of his own tvorkers and partly on 
other materials. In this way money which the 
banks issue as loans to stimulate the production of 
goods also stimulates consumption. Or I may 
express it in another way. The money put into 
circulation in the manner I have described permits 
more goods to be consumed,, but it also ensures that 
other goods shall be produced at the same time. 

Now the Government intends to use this perfectly 
normal means of putting into circulation much of 
the new money that is required. The joint-stock 
banks \vill increase their loans to industriahsts. 
They have indeed been willing to do so for some 
time, but two things have stood in their way. 
Producers who were most willing to borrow this 
money were as a rule in charge of unsound concerns, 
judged by a banker’s ordinary standards; and those 
whose businesses remained soimd were imwiLIing to 
borrow money with which to increase their output, 
for they had no expectation of selling any larger 
output. 

To-night I ask those sound borrowers, who in 
almost every case are in control of plant which is 
at present working far below its capacity, to take 
a brighter view of the industrial outlook. Let them 
engage more men and order more materials, borrow- 
ing from the banks to do so, being assured that the 
new economic pohcy of the Government wiU justify 
their courage. I hope to convince them to-night 
that this is so. 

A similar request I make to wholesalers, many 
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of whom have for months been holding smaller 
stocks of goods tlian they hold in more prosperous 
times and reducing tlie loans from banks witli which 
tliey buy them. I urge them to order a little more 
freely from manufacturers and expand their stocks, 
"^■'er}’- soon tlie}’ will find tliis expansion necessary 
if tliey are to fulfil the orders that will come from 
retailers when tlie new money reaches consumers 
and is spent. 

There remain those producers whose businesses 
are in a bad way. To weli-estabhshed concerns 
that were prosperous a 5*ear or two ago, and have 
been brought dovn b}*- tlie depression, we shall 
afford help. Let tlieir directors state tlieir case 
fairly and apply to their banks for loans. They 
will find tlie banks more sxmpathetic than they 
have been of late, and ready to extend reasonable 
assistance. We have had conversations nith re- 
presentative bankers, and have coniinced them 
tliat tliey must take risks. In certain eventualities 
tlie Government vill give tliem financial guarantees. 

These, then, are our plans for distributing monej’" 
tlirough tlie ordinary channels. Their ven* adop- 
tion assures tlieir own success if our liew is correct 
that a more rapid circulation of money is what is 
needed to restore our industries to actiidty and 
our country' to prosperity. Bear this in mind, 
5'ou merchants and manufacturers who may yet 
lack confidence. 

Now by tlie measures I have just described we 
maj' or ma\' not get into circulation vithin a 
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reasonable time all the money that can be usefully 
issued. Perhaps the confidence I have asked for 
may not be forthcoming just yet. In anticipation 
of this the Government proposes to distribute money 
in other ways as well. But we have reasons for 
doing this apart from the need to expedite our 
general plan. 

There is want among the people of this country, 
ladies and gentlemen. It seems a strange thing 
that citizens can be hungry and ill-clad and anxious 
because we produce too many goods, yet that is 
what their condition amounts to. I will not enlarge 
upon that, though among those now in the House 
of Commons to whom I look for support — ^no doubt 
they exist in all parties — are men who have long 
been broken-hearted because of their impotence 'to 
abate the needless hardships that so many have 
suffered from the beginning of their lives to the 
end. 

From the first pay day after this week unemploy- 
ment benefit for every class of recipient will be 
restored to the figure at which it stood prior to the 
reductions made in 1931. Soon we shall increase 
the benefits. We do this aU the more confidently 
because we know that the number affected will fall 
before long to a negligible figure. 

The pay of aU Government servants reduced 
during the last two and a half years will be restored 
to the figure at which it stood before the reductions 
took place. These restorations will take effect 
next month. 
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DurFig the next few da5’s we shall make sub- 
stantial grants to all hospitals. 

Through tlie almoners of hospitals, through 
cliaritable organizations, churches, and other bodies, 
we shall trj' to get in touch witli crippled and 
othermse disabled persons who are not in receipt 
of unemplojanent pay or pensions, and are in need. 

Various slum clearances for which plans have 
been prepai'ed during the last few 3^ears will be put 
in hand almost at once. Approved town-planning 
schemes at present held iip for lack of mone}’- will 
be supported.' These two measures partake rather 
of tlie same clraracter as those I described earlier. 
They are operations which in more normal times 
might expect to be financed to a great extent b\' 
loans from banks or other financial institutions, 
directl}' or indirectly. So thev will now. But the 
grants in aid, the enlargement of uneniplo}Tnent 
benefits, and tlie restoration of pay to chil seriants 
are in a different category*. Vhere is the monei* 
coming from, you will ask, to pay for these? 

Money expended by tlie State, as many of you 
know from experience, is niainl}' obtained bi^ 
taxation. That does not mean tliat the Govern- 
ment spends no money till the taxes come in. 
We borrow money in adiance, and repay it when 
the taxes reacli us. Vhen I sa,}' we 'borrow’ it 
I really mean that we cieate more money — or 
induce the banks to create it on our behalf. For 
Government borrowing of this character is really 
an expansion of credit, and increases the money 
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in circulation for the time being — that is, till the 
taxes are paid. 

In times of emergency, in war-time for example, 
we borrow (or create) money at a greater rate than 
we can recover it in taxes. To do that is called 
inflation. Many people call it the worst kind of 
inflation, for much of the money so created does 
not go to develop our normal industries and so 
increase the output of goods available to the con- 
sumer. Only a great emergency is thought to 
justify inflation of this kind, and a charge often 
brought against Governments is that they too 
readily resort to it rather than impose unpopular 
taxes. 

Well, we are going to resort to this kind of in- 
flation now. For we regard the state of the countr}'' 
to-day as one of emergency. I do not say that we 
shall never attempt to recover through taxation 
any of the sums we are going to spend at once upon 
social services, but we shall not do so during the 
current financial year, neither shall we provide for 
them in the next Budget. I am not among those 
who take a light view of an unbalanced Budget. 
I believe in fact that Budgets should be balanced 
even at some sacrifice; but not at all costs what- 
ever. The steps we propose to take will eventually 
lighten the burden of taxation and render a balanced 
Budget easy to secure. 

I would aUay, if I can, the misgivings of those 
who sincerely dread the consequences of our infla- 
tion by reminding them that whereas during a war 
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a large part of the nation’s resources must be 
devoted to the manufacture and transportation of 
armaments, entailing a shortage of goods for 
domestic use, which is augmented b5' the difficultj'’ 
of obtaining overseas supplies, nothing of the Mnd 
affects us now. Manifestlj* there is no shortage of 
goods, nor of the means to add speedil}^ to their 
quantity. The monej* that we intend to circulate 
will serve to distribute the goods with which the 
world is glutted, and stimulate their replacement. 

Nevertheless I have to sa}' that these latter pro- 
posals of ours have evoked serious opposition. I 
will not conceal from 5mu the fact that for some 
time the}’’ stood in the way of an agreement between 
the Government and the banks. There came a 
point where we had to consider the taking over for 
the State of one of the joint-stock banks. The 
control of one large bank and its branches, com- 
bined vith certain powers over tlie rest and the 
resimiption b}' the Treasur}* of direct control over 
the currency issue, transferred to the Bank of 
England in 1928, might haA’-e given us aU the power 
over credit that we require for oin: immediate pur- 
poses. Had it been necessar}*, we should not have 
hesitated to nationalize all tlie banks. In the end 
this necessity was for the present avoided. 

Before proceeding, I Avish to record uith pleasure 
that from the outset of these negotiations we found 
the j oint-stock bankers not wholly against us. From 
some, in fact, we received far more support than 
we anticipated, and no doubt the influence of these 
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powerful supporters was largely responsible for our 
eventual agreement. It is doubtful, however, if 
this would ever have been reached but for a very 
important part of our policy that I have yet to 
describe. To this I shall come later. 

With the Bank of England our negotiations took 
a similar course. Only one member of the present 
Cabinet had previously had dealings with that 
institution, and we did not know what attitude it 
might adopt towards a Government less disposed 
than any in its history to defer to its advice. I 
thought it well to begin by laying down certain 
propositions, not because they were likely to be 
unfamiliar to the Bank authorities, but because I 
wanted them to know that they were not un- 
familiar to us either. Those propositions were the 
following: 

(1) That the power and status of the Bank of 
England are derived from Acts of Parliament which 
the present Parliament might repeal. 

(2) That the functions performed by the Bank 
for the State could as well be performed by the 
State itself aided by any one of the joint-stock 
banks, whether nationalized or not. 

(3) That foreign confidence in the financial sound- 
ness of Great Britain, the preservation of which has 
been in the past the primary object of the Bank’s 
policy, is of no value to the people of this country 
except to promote their own welfare. 

(4) That if the measures taken to preserve 
foreign confidence work ill for this country instead 

58 



A VOICE FROM THE FUTURE 


of good, thej' wdU not ultimatel5' even presence 
foreign confidence. 

(5) That tlie piupose of a financial S3^teni is to 
facilitate tfie distribiition of goods and se^^^ces. 

(6) That the economic polic}’- of the present 
Government being to aft'ord producers full power 
to exercise tlieir abilit}* to produce, and to effect 
a distribution of tlieir product satisfactorj' to con- 
sumers, the Government will assume an}* powers 
tliat maj? be necessar5’ to prevent the frustration 
of tliis polic}' b}’^ the misuse of tlie nation’s credit. 

In support of our pohc^’ of rapid credit expansion 
tlie fiduciarj’’ issue will be raised as from to-morrow 
bj' 15 million pounds to 275 million pounds. This 
means tliat 15 nuUion poimds more mone}- in 
ciirrencj- notes maj’ be issued witli no equivalent 
gold at tlie Bank of England. Any increase in 
bank loans is likel}’ to lead to larger demands for 
cash which tliis step wiU enable the banks to meet. 

No doubt it win provoke a flutter of alarm in 
bank parlours abroad. For tliis reason, and from 
tlieir own habits of thought, our bankers also liewed 
with misgiving a polic5>- likelj' to involve raising the 
fiduciar)* issue, though shice the Government was 
determined upon tliat policj* in an}* case, and in 
the end secured the bankers’ compliance, the}* 
deemed it wiser tliat we should sanction the increase 
at once, thus proclaiming it a matter of considered 
and deliberate polic}*, ratlier tlian wait till the 
demand for currency compelled it. 

The Goveninient is prepared to double the 
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F-aCH COKTKOL MA2?S EASF* 
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At tins point we may svdtch on his speech again. 
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society, though that is a worthy end; nor to siife- 
giiard pensioners and otliers with fixed incomes 
against the growing burden of a rising cost of Ihdng; 
nor to avoid the successive wage disputes that arise 
in the same circumstances from the same cause. 
All these things are evils which a responsible 
Govenimcnt must certainly try to remedy or 
prevent, and incidentall}'^ the measures we are 
adopting will have that effect. But what we 
directly seek to do is to ensure that the country 
this time shaU escape that reaction which sooner or 
later brings to an end any period of prosperity in 
whicli producers and sellers, as price-makers, are 
allowed to have their oum way. This time, so far 
as it lies within the intelligence of man and the 
bounty of Nature to secure it, the prosperity we 
are about to enjoy shall continue. 3 

We shall promote prosperity by putting into 
circulation, in ways I have already described, as 
much money as trade requires; we shall ensure its 
continuance by controlling prices. All that remains 
foV me to do to-night is to announce the methods 
b)’’ which our control of prices is to be exercised. 

Our intention to control prices was . declared 
plainly enough by tlie members of the present 
Government during the recent election campaign. 
No doubt our friends were a little puzzled as to 
what procedure we should adopt, and our opponents 
were loud in their questions and criticisms. 

Did we intend, tliey asked, to fix tlie price of 
every single commodity? On what principle would 
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the price be deteimined? How raaiij* weeks or 
months should we take to find the proper mice 
of evendhing? Wonld it stiil be the proper price 
by the time we had ascertained it? Conid we 
ensure the faithful obsen'ance of onr edicts vdthoxit 
putting a policeman in ever\' shop? And here and 
there the tmce of the dodo was heard in the land 
proclaiming the dire results that must follow any 
interference vdth some natural law that t^ns never 
clearly stated. 

I have already con\-inced my listeners, I hope, 
that prices do not follow an\' rigid naroral law which 
lunnan beings are potverless to affect, Ynether 
the Government interfere or not, prices are regu- 
lated even now by the decisions of human beings. 
It is true that no indimdual or corporation can 
choose arbitraril}' whether the price of a loaf of 
bread shall be twopence or half a crown; but neither 
does the Government propose any such absurdity.' 
As to the dimculty of ensuring that the prices fixed 
by authoritt* shall not he ignored, I may remind 
yon that the people who sell commodities to the 
final constimer have very little say nowadays in 
fixing the price of them. They hand yon goods in 
tins or packets or bottles, the price of which is not 
only fixed by some centralized snppiier bnt is 
known to ever}* cnstomer. Shopkeepers are quite 
accustomed by this time to selling goods at prices 
fixed by somebody else. \Sliy should they care 
whether the price is ad^■ertised by the proprietois 
in a newspauer or announced throneh the same 
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medium by the Government, so long as it yields 
them a fair return? 

Prices are fixed nowadays, then, . not by a vast 
number of small shopkeepers but by a comparatively 
small number of large dealers and manufacturers. 
So much the easier will it be, therefore, for the 
Government to negotiate, or, if necessary, to take 
legal action. 

A quite genuine fear exists that the highly 
complicated schedule of prices which, it is supposed, 
the Government must issue will be difficult for the 
public to understand, and much confusion is expected 
to arise before the scheduled prices become familiar. 
There will indeed be schedules, but the apprehension 
arises from a misunderstanding of the object we 
have in view. The same misunderstanding has led 
people to exaggerate the task of determining what 
each price shall be. 

Perhaps what I said a while ago may have cleared 
up this misimderstanding to some extent. What- 
ever we may do later on regarding profits, I want 
you to remember that our immediate concern is 
not directly wth profits but with prices. Our 
present programme does not require us to substi- 
tute some other form of remuneration for the 
profits of which the incomes of some members of 
the community consist. Let them continue to reap 
what we may for the moment call a fair profit. 
But what we must do, and mean to do, is to prevent 
those exactions of excessive profits which, regarded 
hitherto as the normal accompaniment of monetary 
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expansion, progressively raise prices and at last cut 
prosperity short. 

This being our object, and the \'ear in which it has 
befallen ns to attempt its achievement being one of 
depression in which prices are low and excessive 
profits \irtnaHy absent, there is even less need than 
there might otherwise be to tarry until a minute 
inquiry' has been made into the cost of every 
commodity. We shall certainly undertake that 
inquire', but we can act uithout waiting for its 
results. 

For what we propose to do is to decree, by virtue 
of an Act that is passing through Parliament to- 
night, that aU retail prices and all rents shall 
remain for twel\-e months at their present level. 
That is broadly the ehect of the order we shall 
make. For precision, and for legal reasons, a 
schedule of retail prices has been prepared based 
on the prices ruling during the last six weeks. 
Yliere prices have fiuctuated we have in most cases 
scheduled the highest. 

The schedule will be published to-morrow morning 
in the principal newspapers and exhibited in post 
omces and public buildings. It may look a rather 
formidable document, but housewives and customers 
generally will have gathered by now that it will not 
bother them much. They can refer to it when in 
doubt, but they know what they have been pa 3 'ins 
latelx* for most things, and thev will go on ■Da.\'ing 
the same prices. Retailers simiiarh' know what 
the\' have been charging, and must adhere to those 
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charges unless they have been charging less or more 
than the prevailing price. 

I have said that the Order will remain in force 
for twelve months. The period may seem some- 
what long; it has been chosen to discourage any 
attempt to hold up stocks, or any disposition to 
delay purchases, in the expectation of altered 
prices. Provision is made, however, for variations 
to be sanctioned in the prices of certain groups 
of commodities that are legitimately subject to 
seasonal fluctuations. 

A schedule of wholesale prices wiU also be pub- 
lished. They are in many cases a little higher than 
the prices ruling now. A sufficient margin exists 
between wholesale prices and retail to permit this. 
Our departure in the case of wholesale prices from 
the proce’dure we- have followed with retail prices, 
that of stabilizing at the present level, compels 
those affected to study our schedule; but people 
concerned with wholesale dealings are used to watch- 
ing price lists, and attention to ours will not greatly 
trouble them. 

We have not raised the wholesale price level so 
much as some will wish. It may be true that many 
producers can scarcely make a profit at all at the 
prices which have ruled lately; but it does not 
follow that they could not do so given a larger out- 
put and a steady market. The policy of the 
Government, taken as a whole, provides just those 
advantages. 

I do not pretend that the regulation of wholesale 
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prices is an eas}'^ task. Still, I have reason to hope 
that we maj' accomplish it. The obmous difficulty, 
of course, is that of overseas products. We may, 
if we like, control the price of a commodity at every 
stage from raw material to finished article; but we 
cannot control tlie price of the raw material itself 
if it is produced abroad. In the first place, how- 
ever, the world’s stocks are at present high; pro- 
ducers everjnvhere are competing for orders. This 
countr}’- will now be prepared to place lai'ge con- 
tracts, and for some time 5'et is likety to find its 
orders gratefully received and executed on favour- 
able tepns. long-term contracts and large- 
scale co-operative bu5ung, in whicli tire Government 
is prepared to participate, there is no reason wh}’- 
w-e should not continue to obtain satisfactory tenns 
from overseas producers. 

In this connection the Government is about to 
open negotiations with producers throughout the 
empire that are likel3% in mj’’ opinion, owing to the 
new polic}' now' being pursued bj' us, to be pro- 
ductive of far more good to tlie empire and our- 
selves tlian any imperial negotiations of an economic 
character conducted hitherto. 

Meantime, if any injustice is infficted upon pro- 
ducers or merchants bj' particular prices in our 
schedules, tlie Government is read}'’ to hear of it. 
Correction will be made in proven cases, but the 
onus of proof will rest upon complainants, who 
must furnish us with the fullest information con- 
cerning costs. 
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But on the general question of the justice of 
stabilizing prices at their present low level, I must 
remind you that the Government did not place 
them at that level. They were there aheady. They 
got there by the operation of those ‘natural’ forces 
that many people hold in such reverence. And 
what do you think would happen to them but for 
the action which the Government is now taking? 
They might remain where they are; they might 
fall still further. True, they might also rise: de- 
pressions do not last for ever. But booms do not 
last for ever either; and in the absence of drastic 
and far-sighted action of just such a kind as the 
Government is initiating, booms in this country 
will certainly not attain the magnitude in future 
that they sometimes did while Great Britain occupied 
a unique position as a manufacturing nation. At 
the chosen level of prices, manufacturers and sellers 
generally are at any rate assured by our poKcy of a 
larger and steadier demand than they have hitherto 
had any reason to expect. 

I said at the beginning of this talk that the 
Government asked for your co-operation. In par- 
ticular we want you to be patient with any small 
hitches or hindrances that may arise during the 
next few weeks. We can imagine many; we can, 
I hope, deal with aU; but we cannot foresee aU and 
prevent them. It may be that your very eager- 
ness to assist may cause some small troubles. For 
example, you may think it your duty to spend 
more freely than has been your habit of late, and 
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the result may be a temporary* shortage of some 
commodities. This may lead to impatience, and 
even to fear that our plans are breaking dovu. Do 
not give vra.y readil}’' to such emotions, I beg 5*ou. 

If I were asked to give a lead to consumers 
generally on this particular point, I should say; Do 
not refrain from anj’ expenditure tliat you might 
have been almost ready to incur even had there 
been no diange in the industrial situation; but do 
not regard it as j-our dut}- to be extra^^ga^t. 
Increased demand wiU come in any case from those 
who will now have a moderate income in place of 
a meagre dole or nothing. The Government w Hl 
keep in dose touch with t lie public throu.^~‘t he 
press and by wireless and report frankly on ever s^ 
development. 

R 5 tunriiigTo~tlie broader iss\ies th?.t our policy 
raises, it is little enough that we ask. Y'e call upon 
producers and dealers to refrain from profiteering, 
and to be content vith the enlargement of their 
profit that comes from an increased turnover. We 
call upon wage-earners — ^though vith much humility, 
well knowing how they have sufiered in the past 
from unfulfilled promises — ^not to press for increased 
wages during the next twdve months but to be 
content with knowing that more of their numbers 
are emploj’e'd and that the purchasing power of 
their wa^es will not diminish. That is ^■irtuallv- 
all ye ask. Citizens generally vill go about tlieir 
business -of bujing and selling, working and taking 
tlieir recreation, verj* much as usual, but with 
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renewed hope. This is a great experiment that we 
are undertaking, worth far larger sacrifices than 
anybody is in fact called upon to make. It is not 
only an economic experiment: it is a pohtical one; 
and perhaps we may show the world, now seeking 
refuge in changed forms of government, that society 
can transform itself from a condition of hardship 
and bitterness to one of prosperity and good will 
while developing, instead of forsaking, those prin- 
ciples of seK-govemment and democracy to which 
this country holds fast. 
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THE JUST PRICE 

A PLARXED economy* must start somewliere. Unless 
pr eceded by al destructive revolution it ca ix^onh- 
st art at the point which society in its econom ic 
develop ment has already readied” The p lan must 
embody mose new elements that are regardea as 
e^entiai an d, are intended to be made p ermanent 
but It may toler ate, a buses for a. tim e, and the 
t ransitional sta^e~niay require special and arbitrary * 
protisions. 

For example, the normal uat* of projecting monet' 
into circ.ula.tion, even tmder a reformed svstem, may 
be through the productive organizations; yet this 
method may prove inadequate during the emer- 
gency which is presumed to have sanctioned the 
experiment. In choosing the avenues through 
which to issue new money in the first place, there- 
fore, onr Prime Minister has been shown to be 
guided by expediency. The important thing is to 
get more money circulating; to that end we may 
act upon any reasonable suggestions without com- 
mitting ourselves to the theories of those who make 
them. So long as purdiasing power is suSdentl}- 
increased trade will redve. and the re^d^■al will 
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‘stimulate all industries for whose products there is 
a real demand. 

S imilarly, the direct c ontrol of prices is essentia l 
to me plan, and* is a penhanent part of the economic 
order it is desired, to establis h. But the proposa l 
to fc: prices for the time being where they are 
is made on purely practical grounds. It is not 
assumed that me price whicti a commodity happens 
to exchange for in 1933, of whenever we may start, 
is necessarily fair to everjhody and must never he 
altered. Later we may alter it ; all prices are hound 
to be altered. But a period of stability is necessary 
first, and the only practicable level at which to 
stabilize retail prices is the one ruling when the 
plan is inaugurated. Anthhing else means delay 
and confusion. Once this level is established, the 
prices of particular commodities can be varied from 
time to time with no more trouble than the oil com- 
panies experience to-day in changing the price of 
petrol or the bakers in changing that of bread. 

Twelve months is suggested as the period in which 
prices shall not be allowed to rise or fall. During 
this period neither society as a whole nor the 
Government in power should be held responrible 
for any injustice that the established price may 
infiict upon particular producers. In exceptional 
cases compensation can be made, but the producer 
must remember that the injustice of which he 
complains might have gone on, had there been no 
plan, until he was bankrupted. The process is 
quite normal, and many have suffered from it 
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alread5^ There is reason to suppose that the 
present level of retail prices affords an adequate 
profit for everybod}' concerned, and would continue 
to do so though wholesale prices rose a httle. 

But tlie twelve months vill pass. By tlien a 
more permanent plan must be ready. The control 
of prices is indeed a part of tlie plan, and to control 
them by law instead of bj* var^nng the quantitj' of 
money constitutes an essential distinction between 
tire plan here proposed and most otliers. But the 
purpose of this measure as so far disclosed is merely 
to prevent prices rising during an expansion of 
credit. 

A mere prohi bition, however, does not constitut e 
an econonuc system. We cannot simply le ave 
prices where theyare. If injustices exist or arise 
be tween one class of trader an d anotlier they m ust 
be rem edied sooner or later ; moreove r.-Chajiges-in 
costs will occur tlirough "unproved processes and 
tecHhique, and who derives the benefit from these 
v ^Tbe d^rmined by price contr ol. Is there a 
just price? Is there a just profit? Perhaps we 
shall most easily ascertain the principle on wli ich 
pric es must be based by considering profits first.^ 

A profit is a mode of remuneration. Society has 
various forms of pajnnent for Servuces, and while 
tliej' majf differ in amount tliere seems at first sight 
no difference in essence between the wages of a 
carpenter, the salarj’’ of a clerk, the commission of 
a commercial tra^'eUer, the fee of a doctor, and the 
profit of a manufacturer or trader. And in fact 
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of income, and at tlie same time disturb the mone- 
tary stability. We \\’iil call tliose. whose incomes 
take the form of profits the 'traders ^ including in 
that term manufactiirers, wholesalers, investors m 
ordinary industrial shares, and' entrepreneurs of 
■carious kinds. Since profits are apportioned by a 
dift'erent metliod from other pajments, and we want 
to see the consequences of tliat difference, we will 
suppose tliat tliey comprise a quarter of the total 
income. If the comnnmity as a whole receives 
X2,ooo in a given period, the traders receive £500 of 
it, which is tacitly assimied to be fair. 

At this stage an expansion of credit begins: more 
money is put into circulation, its pmpose being to 
develop certain resources ajid so to increase at a 
later date the quantity of goods and services 
a^•aiIabIe for constmters. In practice, an expansion 
of credit will direct money to more than one branch 
of industr}' and will rapidly lead to some increase 
of consumable goods. In so far as it does this tlie 
result is merely an enlargemejit of the figures used 
in our illustration' no diange takes place in the 
di\ision of tlie product. We may therefore ignore 
the monej’ that has this effect and attend to that 
which, tliough it immediately increases consmners' 
income, prodxices for tire present no more goods for 
the consumers’ market. 

The new money can only be spent on goods 

^ A simple term to use ia this sense has long been required, 
and Mr, Hawnrey has pro^ided the one I have adopred. (See 
The Ari of CcKirjl Bat-king, by R, G. Hawtrey, p. So.) 
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already marketed. There j s^Qm~jnojieVr..h^ 
m ore goods; therefore the price of q-ood sorises. It 
vdll not rise at once ; traders do not know that more 
money has been issued and may be had for the 
asking. Moreover, they are not all theoretical 
economists applying quantity theories to the regu- 
lation of their ov/n businesses. A delay occurs until 
persistent pressure of demand depletes their stocks, 
whereupon in ways we have already described the 
upward trend of prices begins. 

The difference between the old prices and the ne w 
is an addition to the profits of the traf lers. JHie 
national income has been redistributed in favour 
of the tra ding c lass. TffisTias been achieved off 
the mitiatTve of the traders themselves; no new 
bargain has been struck with society entitling them 
to a greater reward. By raising prices the trad ers 
have diverted to themselves the new money tha t 
s hould in justice remain spr^T~amohg the co m- 
rh unity in~tEe sam e pro portion as the old . If the 
traders were fairly paidTvith £500 when the national 
income was £2,000, they should receive ^550 ^ when 
the credit expansion raises total income to £2,200. 
Instead — apart from certain modifications to be 
mentioned later — they will receive £700. 

During the stable period that preceded the ex- 

^ To award the traders £§o of the nev/ f.'ioo is not, of course, 
to admit that prices must rise even to this er:tent. The is 
that portion of the new income which, being distributed as 
profit on the nevr output, will enable the traders to purchase 
their quarter of it. To shov.’ the working of this would le^ to 
a paradox that could not be c-asily resolved within the conditions 
of our simple illustration, 
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pansion, incomes derived from selling goods at a 
higher price than that for which they were pro- 
duced or bought did not appear essentially different 
from incomes based upon an estimate of the worth 
of labour or skill. A profit, too, might justly assess 
the worth of tlie labour and skill applied by traders 
to production and distribution. 

Now, however, an important difference between 
the two modes of remuneration becomes e^^dent. 
The implied bargain has been broken by the traders 
during the expansion of credit to the disadvantage 
of the rest. The}’’ have varied the di\’ision of the 
product in tlieir own favour, and if it was fair before 
it is imfair now. 

^%atever disparities in indi^’idual incomes society 
may be deemed to have assented to, this is one con- 
cerning which its opinion has not been asked. 
l^Ioreover, society cannot be assumed, to have 
assented to it by its general acquiescence in profit- 
taking as a mode of remuneration, for a name has 
been found for tlie exaction of undue profits, and 
wherever ' profiteering ’ is recognized it is condenmed. 

Among the traders themselves the increment so 
gained may not be dimded equall5^ though in time 
it ma}’ tend to be. We must not suppose tliat tlie 
only trader who raises his price and reaps an extra 
profit is he who has goods read}’ for the final con- 
S’umer. A ton of iron ore, though useless to the 
domestic consumer, is marketable when dug out of 
the earth, and its price will be raised to the steel 
smelter if his demand for it is pressing qnough. 
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A billet of steel is marketable, and the car manu- 
facturer who competes for it with other engineers 
may be asked to pay more than he did last month. 
The initial thrust, indeed, comes from the final con- 
sumer who wants more cars, or is expected to want 
more by dealers, but it is not necessarily the trader 
who dehvers the finished car that benefits most, or 
even first. The important thing to note is that the 
trading class as a whole is the one that benefits. 

Among the non-trading class the unemployed 
benefit too, in the sense that they now have wages 
where formerly they merely had doles; but they 
gain at the expense of the other consumers, whose 
income is proportionately reduced in purchasing 
power. It may also be said that the traders them- 
selves pay more for what they buy as private con- 
sumers. So they do; they profiteer at their own 
expense; and if the trading class comprised the 
whole community the result would be no change. 
As it is, they profiteer at the expense of the non- 
traders as weU, and the net result is an uncovenanted 
gain for the trading class alone. 

The traders, it is true, are not left in xmchallenged 
possession of the increment. Other classes seek to 
raise theh ovti incomes to meet the rising cost of 
hving. They cannot take the initiative, as the 
traders do ; their incomes in fact mostly reach them 
via the trading class, and whether they can success- , 
fully demand more depends upon their bargaining 
power. Those who belong to powerful trade unions 
win sooner or later be partially successful, but the 
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income of the non-tradem as a whole \\ilJ never 
overtake that of the traders while the expansion of 
credit lasts, ^^^len it ceases, then indeed many of 
the non-trading class will rejoice in a period of com- 
parative ease. Poor deceived creatures! ’ Milli ons 
of tliem are about to be thrown out of work, for the 
situation contains just the factors that produce a 
trade depression. 

\Miat happens to the profits ? A portion is spent 
in raising the traders’ standard of li\ing, but much 
of it is invested. During an expansion of credit 
especiall}', a large quantity of capital wealth is 
created above that required for normal replace- 
ments. Factories are extended, new ones bmlt, 
new plant is laid down, and instruments of pro- 
duction generali}- are increased. This new capital 
is intended to be a permanent addition to the 
countr}-’s assets, and its financing is carried out 
on that basis. 

Temporarily much of it is financed, directly or 
indirectl}’, b}* bank credit. Eventuall}’ shares are 
issued to the investing class, that is, to those whom 
we have called the traders, who pa}* for them out 
of their profits and thus acquire o-wnership rights 
in the new capital and a claim upon its future 
producti^•it^•. In many cases nowadays the profits 
of a business are directly applied to extending its 
own capital instead of being distributed as di\'idends 
among tire shareholders, ^^^lateve^ method is 
employed, the traders acquire industrial property 
at the community’s expense. 
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■ the deflation of credit about to ensue %vfll 
reduce the cominxmit3'’s income, just as the expan- 
sion raised it, and traders competing among them- 
selves for orders vill lower prices to attract them. 
Tliis is especiallj’ hkelj?^ to take place when output 
• is increased through the greater productive capacity 
created during tlie credit expansion, now presumed 
to have ceased. Working on a narrow margin of 
profit, or content even to recover their costs, traders 
woTild be surprised to be told that the main cause 
of the economic stress was profiteering by them- 
selves, yet we have seen that to be the case. Past 
profiteering causes present povert}^ to the profiteer- 
mg class among the rest, though not necessaiil}' to 
'the same indmdual profiteers. Man}* of these will 
have featliered their nests and retired from the 
field, being gainers rather than losers by falling 
prices. 

Manifest!}' profits are a cause of disequilibrium 
and injustice. The difierence between a profit and 
all other modes of remuneration is revealed as 
fundamental!}' important. A profit is not, as in 
economic theor}- we are sometimes able to regard 
it, an item in the cost of production. A profit is 
the difierence between that cost and the price, as 
of course eveiy^ trader knows. This would not 
afi'ect the position if price were a fi.xed quantity, 
but it is not; price is determined, other thi n gs 
being equal, bv the quantity of money expended, 
and that proves to be a radical defect. 

Profits as defined, therefore, can form no part 
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of a just and stable economic order. The remunera- 
tion of those we have called the traders must be 
determined before price is fixed. The price of a 
commodity will include this remuneration, along 
uith all other charges, and there it will stop. It 
may be large or small, but it will not be increased 
merely because roads or bridges or factories or 
commodities are being financed with new money 
w’hich wmuld ensure a higher price being paid by 
consumers if it were demanded. It must not be 
demanded; at least it must not be demanded by 
private persons for their owm enrichment. 

We have n ow^ reached exactly what we w'e re 
seeki ng: the principle upon which prices must be 
contr olled. The basis of the just price is the c ost 
of producti on: i n fact the just price is the cost of 
production. Price and cost must be equa l: Jljey 
a re two aspects of the s ame-_thing. T he price o f a 
co mmodity is the sum of all the expenditure incurr ed 
i n producing it, in cluding of course capital depreci a- 
tion and all those items covered by the te rm [ijyer- 
head charges' : in cluding also the remuneration of 
traders; but not including a fortuitous pro fit gain ed 
b ecause there happens to be more monev in ci r- 
cul ation than the production of existing saleab le 
c ommodities has itself distribu ted. The remunera.- 
tx on of the traders cannot take the form of a 
profi t. 

Simple though this looks, the difference between 
the principle involved and the one on which current 
practice is based is 'so important that we must 
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inspect it a little more closety. Perhaps we shall 
be helped if we trj- to see it through the eyes of a 
trader, especially as we have yet to ascertain on 
what principle the remuneration of the trader, since j 
it cannot be a profit, must be based. 


^ - C z 


N' tY oi 







CHAPTER VIII 


A TALK WITH A TRADER 

Tell the average trader that price must equal cost 
of production and his comment whl be: ‘Then the 
manufacturer and distributor are to get nothing!’ 
We might reply: ‘ Oh, yes, they vdll. Some of them 
may even get more than they have been getting 
lately, if they are as badly hit as they proclaim. 
Society is now going to look into these things for 
itself, but nobody proposes that the manufacturer 
and trader should have no incomes 

' There ’ll be nothing to pay them with if 5^ou sell 
goods at cost,’ the trader may object. 

‘ Would 3’’OU say there ’d be nothing to pay wages 
and salaries vith if you sold goods at cost price?’ 
we ask. 

‘No. Wages and salaries are costs. Obviously 
a man could get back aU his costs, including wages 
and salaries, if he sold at cost price, so long as he 
wanted no profit for himself.’ 

‘And if he could get back wages and salaries by 
charging them into price, as he does now, he could 
get back his own remuneration if the price were a 
little more.’ 

‘Certainly. The “httle more” would be his 
profit.’ 
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at the lowest possible cost. Surely you won’t deny 
that — whether the factory is run privately or by 
the Go^'emment.’ 

‘No, I won’t sneer at efficiency, and I ’ll accept 
your definition of it. To provide the most wealth 
w'ith the least effort may be taken as the object 
even of socialized industries. But I should hardly 
call it our most difficult task to-day. We find it 
much harder to get goods distributed to consumers 
than to produce them. In fact, many people con- 
sider it the problem of this age. And if we should 
find that your method of providing "incentives” 
turns out to be one of the main generators of this 
problem, then it is clearly doing more harm than 
good. Let us look more closely at this question of 
incentives.’ 

'No; let us look first at your own method of 
remunerating the producer. I haven’t grasped it 
yet. You spoke of a salary, but you didn't quite 
turn down the notion of a commission, which would 
surely be a sort of profit. What difference would 
it make in practice ? ’ 

‘It would prevent the manufacturer, or any- 
body else who handles goods on the way to the 
consumer, from raising prices when there happens 
to be more money about, as we hope there may 
be soon.’ 

‘Little chance anybody has of raising prices lately! 
But suppose we do get another boom. Won’t costs 
go up? And if a manufacturer’s costs go up, his 
prices must go up too.’ 
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primary producer is the only person doing v/ell 
while the boom lasts. By the way, we ’re getting 
ofi our track. This selling at a loss that you men- 
tioned belongs to the system of profit-making which 
we are going to supersede. These losses will go 
the same way as profits. They won’t occur.’ 

‘ I 'm sure we shall all be glad of that. Let me 
see if I 've now grasped your idea of price control. 
The price of a commodity is to be the cost of pro- 
duction plus something for the trader which ’ 

‘No, no! Plus nothing! The price of a com- 
modity is to be its cost of production. The re- 
muneration of a trader must be one of the items 
in the cost.’ 

'Does it make any difference? Look here; 
suppose I 'm a boot manufacturer. (I was never 
in boots, so my figures will all be h5q)othetical.) 
And suppose I can make a pair of boots for nineteen 
shillings.' 

'What does the nineteen shillings cover? ’ 
‘Ever3d;hing except profit. Labour, material, 
depreciation, interest on loans — all charges of 
every kind except something for myself. Now 
suppose I sell the boots for twenty shillings, taking 
a shilling profit on every pair. Woidd you call that 
shilling my "remuneration”, and consider it part 
of the cost of production ? ’ 

‘Tell me, how did you arrive at that shilling? 
Not merely in your illustration: any figures would 
do for that, of course. But in your own business 
did you say to yourself: "My services as organizer 
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and capitalist of this establisimient are worth a 
shilling on even* pair of hoots tamed out. Ay 
costs are nineteen shillings, therefore I must charge 
twenty shillings for the hoots"? ’ 

'Xo, I certainly never put it to mt'self like that,’ 
'Or did you say: "Ay services are worth £3,000 
a year. To get that with my present output I 
must price each pair of hoots at a shiliing above 
gross cost”?’ 

‘Xo; one doesn’t reach a. price in that way either, 
so far as I ’ve ever heard.' 

'Well, will you tell me how t-on did fix a price? ’ 
'If you don’t mind my mentioning it, I seem to 
remem'oer asking you a question which I don't 
think t-ou 've anstvered yet.’ 

‘Yon mean about your sinliing? A'hether I 
should let you have it and call it a cost of production ? 
Forgive my diiatormess; hut we ’re really on the 
way to an anstver. About this price-fixing: would 
it be broadlt* true to say that t-ou aiwat'S charged 
as much as you could get ? ’ 

‘ Ay dear fellow' ! ’ 

‘Don't be offended. Let me put it less crudely. 
The price you asked for your products was the 
highest that tmti estimatedyou could obtain without 
causing demand to fah below' the capacity of 
your plant.’ 

'Yes, that doesn't so'und far wrong. Only a good 
deal of my time seems to ha'v'e been spent in cal- 
culating not how' much I could get but ho'v much. 
I could knock on without wiping out my profit.’ 
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'And hov.' mucli you could cut down costs in 
order to maintain your profits wEile prices fell. 
Naturally you would remember those things most 
clearly because they imposed effort upon you. To 
raise prices when demand is plentiful is easy enough. 
,But you must have had both experiences during 
3'’our long career. No doubt you remember one or 
t%vo booms.’ 

‘True. There have been many ups and dowms, 
but some periods stand out. I can remember three 
pretty important booms, including the war one.’ 

‘I dare say I could name the dates, though it 
doesn’t matter. Ytiey were periods of general trade 
activity when money was plentiful and prices w'ere 
rising. Did you find during those booms associated 
with a rising price level that profits were rising too? ’ 

‘Certainly.’ 

' Didn't the price per unit of output — ^per pair of 
boots, we 'U say, sticking to your illustration — ^rise 
more than the cost? ^Miat I want vou to admit, 
if it is true, is that your profits rose during those 
booms not merely because j^ou sold more boots but 
because the profit on each pair was greater.’ 

‘Very often that would be so.’ 

‘Your shilling a pair had growm to fifteen pence 
or perhaps more a pair.’ 

‘Yes, there might be all that difference between 
good times and bad in the margin of profit,’ 

‘Well, now, tmder our system of controlled prices 
those fluctuations in profits could not take place. 
If that shilling of 3’'ours a pair was admitted by all 
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parties to be a fair method and rate of remuneration 
for your services, that is what you would get: no 
more and no less. The answer to your earlier 
question is; Yes, we shonM call that shilling vour 
remtmeration, and include it in the cost of producing 
whatever your factor^' did produce. And ha^•ing 
fixed that remuneration, the price-fixing authority 
would be in a position to ascertain all the costs of 
production incurred in your factor.*, and similarly 
all the costs of production incurred by the industiy* 
to which it belonged, and to fix the price of output 
so that the cost was exacth* covered. The amount 
of money distributed in the course of producing 
the output of any particular branch of industrt* 
would be exactly recovered when the output was 
sold. And we should know how much it was.’ 

' I think I ’ve got it. The manufacturer’s profit 
— I beg your pardon; his remuneration — ^must be 
fixed before the price is fixed, and mustn't be altered.’ 

‘That 's it. At any rate it may only be altered 
as anybodt* else's remuneration may, for reasons 
of justice or expediency. If it is altered, price 
win be altered correspondingly. But the alteration 
will be planned; it will not be permitted simph* 
because more money is going into circulation. If 
we imagine a sort of Industxiai Chancellor of the 
Exchequer preparing a budget for each industry*, 
ail the b'udgets wiU balance, none showing an un- 
designed surplus obtained by permitting prices to 
rise above costs." 

‘And if I vunt to make a bigger income, must I 
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ask for more than a shilling on each pair of boots, 
or must I produce and sell more pairs ? ' 

‘To be candid, I hardly think you ’ll be paid so 
much per pair of boots. As an active producer 
you 'U receive a salary — ^which of course will amount 
to the same thing so far as costing is concerned. 
Each pair of boots vdU naturally bear a certain 
proportion of your salan,’- in its cost. As production 
grov'S more efficient, costs and prices will fall and 
5'our salary will purchase more. But if you want 
a higher saiaiy>- you must apply for a job that 
carries one. For I 've no doubt there 'U be different 
scales of pa}' for many years yet. Possibly your 
salary maj* rise with the increased efficiency of the 
unit you control. You don’t want me to lay down 
rules on ev'er}' detail.' 

‘ Yo'a 've laid down some pretty big ones. I 'm 
still full of questions. I ’m to get a salary so long 
bts I 'm in active control — as a matter of fact I do 
mor director’s fees. But what do I get for the 
if it y-y I 've invested ? How would you get money 
booms ignstrial enterprises at all if you ofer no 
because^ A little while ago you mentioned the word 
‘ V'er}'‘-^*e”, Don’t you think the abolition of 

Tour s.ay have disastrous effects on efficiency 
or perhaps .rfse? ’ 

‘Tes, thext vrould have the most beneficial effects 
good times a 

‘Well, now,i|sh me.’ 

those fiuctuat fie a.go you defined industrial efficiency. 
If that shilhn^ many goods as possible at the lowest 
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possible cost/' I think yoii called it. You would 
agree, no doubt, tba.t you must also distribute them 
at tbe least possible cost/ 

'Certainl\'. Distribution is a high!}- important 
part of most trades noMu.days.' 

‘And a verj* expensive part, it seems to me. 

I expect you have heard of commodities that are 
said to cost two or tliree times more to sell than to 
make? Much of the efficienc\* so much prized by 
traders consists in persuading people to buy things 
they could do vithout, or to buy one %-ariety rather 
than another no difierent.’ 

‘^Ye do spend an enormous amoimt of, money in 
that way. In recent years, since I 've been con- 
nected with rather big business, I 've often thought ' 
what a. lot of expenditure of that kind could 
be cut out if a few big men in each trade got 
together.' 

‘If you did, and did nothing else to absorb the 
shock, the result woidd be de\-astating. Think how 
many people earn their ii^'ing our of it. Look, 
here 's a newspaper cutting I 've kept. “The range 
salesman must recognize that his task is that of 
diverting money from the purchase of an\-thing or 
er'errdhing to the purchase of an electric range.” 
That was from an American paper, I think. But 
in this counm* also there must be many thousands 
of people — can^■asse^s, advertisement writers, artists, 
salesmen — ^spending all their working hours rradng 
to divert money from the purchase of something to 
the purchase of something else. All tha.t efiort is 
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a loss to the community of so much real production 
or so much leisure.’ 

'I believe the advertisement people have some 
sort of answer to that. Something to do with 
creating greater demand, and so leading to larger 
output and reduced costs.’ 

'Diverting demand from Brown’s electric ranges 
or fountain pens to Jones’s doesn’t make demand 
any greater.’ 

‘ As a matter of fact I ’m not much inclined, as a 
producer, to defend aU that unproductive expendi- 
ture. The efficiency of which I was speaking was 
productive efficiency. Is it old-fashioned to suppose 
that the incentive to that will go, or at any rate be 
much reduced, if nobody is allowed to make a 
profit ? ’ 

‘Let us learn from your own experience. Most 
of your income has always been derived from profits, 
I believe. 'Were you concerned mainly with the 
small one-man type of business or have you always 
operated on a^ large scale ? ’ 

' I started iii a one-man business that I took over 
from my fathefi I made it into a private company. 
It grew, and latc^r we merged into a combine. I had 
a seat on the bdard. Of course I get profits from 
other concerns a^ well — ^when they pay any, which 
isn’t too often just now. I began to spread my 
interests years ago, in a way that would have 
shocked my fathen who believed in putting all he 
could spare back iilto his own business.’ 

‘Possibly becaus^ it was the only business he 
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professed to understand, or whose einciencv Le 
coxdd infiuence. Perhaps some of your o^\-n finandai 
interests lie in concerns that yon wonidn’t claim to 
nnderstand technically.' 

‘That is true.' 

'And similarly many of tlie shares in the comoine 
you direct are held by people who have never been 
inside, its works except to attend shareholders' 
meetings, and certainly ha.r-e no voice in its manage- 
ment. In other- words, the prospect of di\*iQends 
pro\'ides no incentive to these people to do any- 
thing at aU, so far as increasing the einciency of 
tlie company is concerned. They can't affect its 
efficiency one way or the other.' 

‘ The incentive tliat moved tliern may have come 
earlier — an incentive to enterprise. But for the 
expectation of profit tliey might not have put their 
money into the concern.’ 

'^^'hat woiild they have done vith it? ' 

'Put it into some other concern. Tree, if no 
businesses at all are allowed to pay profits, those 
people are baulked. They must accept a fixed 
renini on their money.' 

‘Assuming tliat under our plan we continue to 
finance industry* in th?-t way at all, wliich I think 
very improb.able- BtJt at all er^nts we shall per- 
haps agree that so far as the shareholders we are 
discussing are concerned, the pa\'ment to them 
of Suctuating profits does imthing to promote 
the emciency of an industrial unit, and no harm 
would be done on that score if the payments were 
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exchanged for fixed — and perhaps diminishing — 
annuities of some sort. And doesn’t this cover an 
enormous number of people who receive profits? 
Those who are at the same time shareholders and 
sufficiently involved in the management of a 
business to afiect its efficiency must be a small 
minority,’ 

' Nevertheless the efficiency of industry as a w'hole 
may depend upon this minority, though there may 
be only one or two in control of each business. To 
abolish profit is to take away the motive which 
induces these key men to strive for efficiency, and 
the country as a whole may suffer.’ 

'How alarming you make it sound! Still, if we 
have to offer special rewards to bring the best out 
of these key men we can do so. It does not follow 
that W’e must distribute proportionate rewards to 
the many outside who contribute nothing but the 
use of their money. Let us think, then, of the 
insiders only. Has it been your experience that 
men who have money in a business, and also a share 
in its management, are always indispensable to its 
efficient conduct? You smile. And indeed most 
people can cite cases %yhere the prosperity of a 
business is by no means furthered by the presence 
of certain men w'ho share in its profits. Now you, 
on the other hand, I have pleasure in assuming, 
undoubtedly promoted the efficiency of the con- 
cerns that enjoyed your control. Did you always 
find yourself fighting a lone battle against the 
opposition or the inertia or the uninteUigence of 
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3 ’our staff, who, because the}* had no money in the 
business, displayed no care for its efficiency?’ 

‘ Oh dear, no. I ’ve alu*a}*5 had many helpful 
fellows on m}* staff. A man can’t nm tlie show 
hunself nowadays. It ’s too big. And too tech- 
nical. \\Ten I first took over from my father 
I reckoned to know the trade from beginning to end. 
Later on my technical fellows went miles aliead. 
Alwa}*s springing stirprises on me for my o\vn 
benefit. And in otlier departments as well I had 
men capable of showing me tliat I didn't know it 
all. Mind you, I paid them good salaries.’ 

‘Salaries? You didn’t say, “We ’U put tlie price 
of boots up a penny a pair, and you fellows shall 
have tire proceeds of that’’?’ 

‘I did not. Nor did I adopt any otlier of tliose 
pa}Tnent-by-results, share-in-the-bunce ideas, so far 
as my inside salaried staff were concerned. Some 
people think tliose methods pay. I find I did ver}* 
well by offering men a good salar}* and assuming 
they ’d do their best for tlie firm ail the time. This 
goes a bit against what I ’ve been saj-ing, I know; 
but after all I was tliere, and alert, and the men 
knew it. I see Sir Arthur Duckham has been 
writing about inefficiency in Government employ- 
ment. The reason for it, he says, is that it is so 
difficult to sack anyone.’ 

‘Sacking people doesn’t solve any problem; it 
simply transfers tlie problem from the firm that 
sacks tliem to the one that takes them on, or to 
societ}* if nobody does. At the best it is the wa}* in 
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which a chaotic and not very efficient industrial 
system tries to fit men into the jobs they can best do ; 
but it only performs half that task with any vigour, 
pushing them out of jobs they can’t do, but giving 
them little chance of finding others. A properly co- 
ordinated industrial system will avoid that waste 
of human material. As for the alleged inefficiency 
of Government servants, we must all speak from 
our own limited experience, and my experience is 
that an enormous amount of inefficiency is to be 
found all over the place, in commercial concerns as 
much as anywhere else. Both as consumers and 
producers, most people can cite numerous examples 
of inefficiency in business establishments that never- 
theless manage to succeed — no doubt because their 
competitors are similarly affected. I should be sur- 
prised if those assistants of yours were as efficient 
and conscientious as you admit they were simply 
because they knew you could sack them.' 

‘I hardly meant to put their loyalty as low as 
that. But at any rate they knew that I was per- 
sonally concerned with the prosperity of the busi- 
ness, and therefore with what they were doing 
towards it. Would I have been so much interested 
in their work if I weren’t profiting by every improve- 
ment made? Would I have been so keen on the 
good of the factory if I ’d simply been paid a salary 
by the Government, or whatever body it is that 
would pay me ? ’ 

'Wouldn’t you?’ 

‘WeU, well! . \ . Now you put it to me, frankly 
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I don’t know. I like to think that I shoiild. But 
I believe I could name a few men in similar positions 
who certainly wouldn’t.’ 

'Perhaps the}’' oughtn’t to be in those positions. 
And perhaps tliey could easily be replaced by 
people who work conscientiously without a special 
private bonus for every piece of good work done. 
On 5'our own e^ddence such people are not scarce. 
You found tliem among j’our salaried staff. You 
may be one of tliem too. There may be many 
among the controllers of industn,- whose reward at 
present mainly takes tlie form of profits. Their 
wortli to society would not be reduced b}- changing 
the mode of remunerating tliem. Ikloreover, tlie 
success or failure of tlieir work would not be hidden, 
either from themselves or others. The achievements 
of their imits would be compared- uith those of 
similar units, at home and abroad. Yhiild they 
not take pride in success ? Surely pride and shame 
are emotions that move us powerfully to action. 
They are incentives! The spirit of competition is 
said to be natural to mankind; we used to be told 
so b}' people who merely sought to prove tliat men 
will alwa}'S try to satisfy their greed at eacli other’s 
expense and ought not to be prevented. Remove 
competition from that low plane and it will operate 
on anotlier, if it is as natural as all that, and 
perhaps witli better results. For tlie competition 
of men and nations in pursuit of profits has brought 
us to a state which the most ardent indi\’idualist 
can only deplore. And tliis profit-seeking obsession 
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societj’’ from which the ideolog}^ of profits had 
vanished would think it reasonable to make special 
pa5Tnents to certain indmduals simply because 
their grandparents happened to have occupied a 
rather dubious position in a superseded social 
regime.’ 

‘^W^at awful fellows we grandparents are going 
to seem to our grandcliildren ! But returning from 
their time to ours, haven’t j'ou, in your gradual 
elimination of most profit-makers from the category 
of useful persons, forgotten one veiy large group — 
the shopkeepers? Or must we all buy goods from 
a Government store? ’ 

'Personall3^ I like shops, including small shops. 
I dare say most people do. Shops needn't bother 
us, for a shopkeeper’s "profit” is not a profit in tire 
sense that matters. It isn’t some indefinite sum 
added to cost and varying with tire quantity of 
monej’’ available. In times of uncertainty and 
crisis it ma}' be, but normally and in most cases it 
is merely tire difference betw'een cost and a pre- 
determined price. This will certainl}’^ be so wiien 
prices are controlled. Cost, by the w-aj^ means in 
the case of a retailer, wiiolesale price. His own 
expenses, as well as his remuneration, will come out 
of the difference betw-een the tw^o prices.’ 

'The shopkeeper’s remuneration, in fact, is a 
commission on sales.’ 

‘Yes. You might almost call it a commission 
on output; and in liis case it is a reasonably fair 
w-a}'’ of remunerating him. To sell a hundred packets 
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of tea across the counter means twice as much work, 
roughly speaking, as selling fifty. But reverting to 
manufacture, did you ever have difficulty in ascer- 
taining your costs ? Some people think that costing 
is a great and complicated mystery which is bound 
to make our proposals difficult to apply. True, 
they are usually people not closely connected with 
industry.’ 

‘People that are closely connected with industry 
are often inclined to make a complicated business 
of it too. Every manufacturer knows what his 
costs are, and can allocate them pretty accurately 
in a general way. But they want to do more than 
that nowadays. A nephew of mine used to bring 
home great volumes on costing. He joined a motor 
engineers’. There are hundreds of parts in a motor 
car, and he wasn’t content to know how much a 
car cost to make, and how much of it went on 
labour, how much on plant maintenance, how much 
on raw material, and so on. He wanted to know 
exactly how much to three decimal places every 
spht pin cost. Whether he found out or not I don’t 
know. Quite likely he did; but he didn’t find out 
how much the car cost that way. They knew that 
before he joined them. I once knew a bright young 
lad who came to help Iris father’s business and 
started by costing every single part of the stationary 
engines they manufactured. He added up the 
items and told his father the engines cost fifty- 
seven pounds twelve shillings each. "That ’s funny," 
said the old man. " I ’ve been seUing those engines 
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for forty-eight pounds. I wonder how I managed 
to buy OUT house and put a^^‘ay fifteen thousand? ’’ 
Perhaps tliere s more in this detailed costing than 
I allow, hut I doubt if there ’s as much as my 
young nephew thought.' 

'At all events, you had no difnculty in ascer- 
taining tlie total cost of yoitr output, and therefore 
the proportionate cost of each unit.' 

‘There 's no difficult}' in finding total costs, or 
the cost of each unit where the muts are all of the 
same sort, like boots or bicycles. Even if you pro- 
duce a A-nried output you can generally allocate 
costs pretty accumtely. It is a matter of getting 
your overheads spread out fairly. But in some 
cases it isn’t so simple, ^^'he^e a single plant pro- 
duces, say, coke, gas, aniline dyes, and two or three 
saleable chemicals all from tlie same raw material 
and by the same series of processes, then one is 
quite unable to say how much of the total cost 
ought to be charged against any one of the products. 
Still, even tlien you know your total cost just as you 
do in any other sort of business. And ha-Aung got 
that, all you have to do is to make sure that you ’re 
using the most efficient metliods and everA'body is 
doing fair work for the money he gets. If these two 
conditions are fulfilled there can't be much wrong 
with your costs.' 

'And you Avould expect to be able to see that 
they were fulfilled in any productive imit of reason- 
able sire placed xmdex your control. It wouldn't 
make any difi'erence to that if .the tinit happened 
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to be associated for financial and marketing purposes 
with other units in a sort of rationalization scheme ? ’ 

'So far as I can see it need make no difference.’ 

'Nor would it, I suppose, if the rationalization 
were carried out by some sort of public corporation ? ’ 

'No, I suppose not, so long as I was not interfered 
with.’ 

'If the interference took the form of presenting 
you with information about improvements and 
experiments that had been carried out in other 
units which formerly were your competitors, you 
would be helped rather than hindered?’ 

' I should think so ! It sounds Utopian — but not 
quite so impracticable as I should once have thought 
it. Anyhow the poor old world has evidently got 
to change its ways. That ’s becoming clear to the 
most conservative. But don’t be too hard on us 
poor capitalists.’ 

' We won’t be nearly so hard on you as the world 
is going to be if we let you run the show alone 
much longer.’ 
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I^*Dt^5TKlAI- GKDUPHvG 


The costs of production, then, will be the remunera- 
tion of those engaged in it and of those who, while 
not actively engaged, ha^'e. claims which sociem* 
deems it jiist or expedient to recognize. If nrices 
are equal to costs as thus calculated, the remxmera- 
tion paid for difi'erent services and rights represents 
what it is intended to represent when distributed, 
not aftervmrds being amried in amount or purchasing 
power to the ad-vantage of any class. Changes in 
price will not occur through certain classes receding 
more and others less than they bargained for. 
That is one adwintage. 


The plan will tend towards equality of htcomss, 
and thus pre-rent whatever dissquilibriuni may he 
caused by the piling up of fortunes in the hands of 
a few who may spend or hoard or export them at 
their own wiU. That is a second advantage. 

The third, and at present the most important of 
ah, is that the central bank may freely issire all 
tlie money -that trade and industry* require -without 
fearing the consequences of an inflated price ie^-el. 

Prices need never rise hv>m monetarv* catises, 
Thev need new-er fall either, and if a stable price 
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of leistire among: its dtizens as well as tlie mdi^idual5 
whose harden is Hghtened. This benefit onr pro- 
ductive capacit3' is already* capable of bestowing. 
Quite apart from an\' technical ad\'ances, the mere 
restoration to acmfita' of two or three million men 
and machines, combined with the reorganization 
which financial ease and an assured market will 


encourage, can be relied upon to expand output 
suficientl\- to provide more leisure for the hardest 
workers without reducing wages or raising prices. 
This mat* take place in the course of months rather 
than t’ears. 

The time will come, however, when the benefits 


of industrial improvements and development should 
be shared among sodett' as a whole. For many 


3'ears ottr capadu' to produce seems bound to 


increase more than proportionateh' to the growth 
of population. Few will argue that the increment 
of output should be enjot’ed onh* bt’ those activelv 
engaged upon productive work. The improvements 
enecied mat* indeed be due laigelt* to their irdtiative, 
and it mat* be thought just that thet* should receive. 


as producers, a special share of the benefit in addition 
to that which thev will necessaiilv have as consumers 


if the rest of the advantage is distributed among the 
communitt* bt* means of lower prices. But that 
the\* are not entitled to the whole of it seems equally 
plain. The producers make use of national reso'orces 
and an inherited bodt* of knowledge and technique 
which also must be regarded as a national posses- 
sion. These assets are not the private propern* 
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of industrialists but are entrusted to them to use 
for the pubUc good. 

If all the community consisted entirely of pro- 
ducers, acquiring their incomes as such, the problem 
would be simply that of spreading the increment 
equitably among those engaged in the different 
branches of industr\^ But not everybody is engaged 
in industrial production, and the proportion viU 
probably decrease. Some vdll have retired from 
industr}'^ and be living on pensions honourably 
earned, or on sa%dngs made vdthout hardship. 
Others will be teachers, doctors, painters, musicians, 
and similar practitioners whose vocations permit 
of technical advances indeed, but not of a kind that , 
enables a larger ‘output’ to be secured for a given 
effort. Followers of these vocations, if their stan- 
dard of living is to rise correspondingly with that 
of the industrial producers, must constantly raise 
their fees if the producers seek to reserve to them- 
selves aU the benefits of improved output by in- 
creasing their o\vn incbmes or leisure; for this 
assumes the maintenance of prices. And those who 
do not even charge fees but live in retirement uill 
have no means of raising their standard of living 
unless their pensions are constantly increased. 

These adjustments could of course be made; but 
to lower prices seems a more convenient, logical, 
and automatically just method of distributing the 
increment of wealth among the community. There- 
fore, after a period during which wages and salaries 
are levelled up and working hours reduced, the 
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remuneration of producers remain stabilized. 
Improvements that lead to increased output per 
man wiU reduce the cost per unit of goods, and 
its price to tlie consumer vUl be lowered. This 
does not preclude the pajnnent of monetary re- 
wards to those responsible for the improvements, 
if incentives of tliis land are thought necessar5\ 
Such pajnnents would dela}’’ or diminish the reduc- 
tion in cost and consequent!}’- the fall in price. 
The tendenc}’ tliroughout society, however, would 
be for incomes to remain stationax}* in terms of 
mone}’ but to increase in purcliasing power as 
prices fell.^ 

These arrangements, however, are hard!}’ possible 
while industi}’ is carried on by a vast number of 
competing, unco-ordinated units. If, for example, 
the costs of a productive plant are assessed and 
the prices of its output fixed separately from those 
of similar plants, we might have the same commodit}* 
selling at two or more different prices. 

For this and for stiU stronger reasons the process 
of rationalization which went on apace for some 
5’ears through private stimulus should continue and 
be expedited imder public control. Industrial units 
producing similar conmiodities should be regarded 
as one organization. This does not imply the con- 
centration of production in a few enormous factories, 
nor an undesirable amoimt of centralized control. 
Doubtless many ill-equipped and unsuitable units 

^ These questions are discussed at greater length in the. present 
author's -t/ourj Prices, chaps, xi and xii. 
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